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Is T'VA Telling the Truth? 


Can the government render electric service in the 
Tennessee valley at the cost it estimates without a 
subsidy from the pockets of the Nation’s taxpayers? 


By HERBERT COREY 


cost of producing and distribut- 

ing electricity by the Tennessee 
Valley Authority will be about three 
times as much as the Authority has 
reported to the President. 

To be meticulously precise about it, 
I have been told that the current the 
TVA says it can produce and dis- 
tribute at a cost of $22.90 will in 
fact cost it $68.25. 

That charge—for it is a charge— 
is based on the assumption that the 
TVA would meet all its costs on the 
same terms the privately owned utili- 
ties are compelled to accept. This 
seems only fair. The TVA has pro- 
claimed that it is a business organiza- 
tion managed by business men. If 


I HAVE been told that the actual 


it is in actual, businesslike competi- 
tion then it should pay the same taxes 
and interest rates and freight costs 
and mailing charges that its competi- 
tors do. If it does anything else then 
it is not in businesslike competition. 
It is being paid a subsidy by the gov- 
ernment. 

If the TVA charges a large part 
of its costs against the Federal tax- 
payer then it is not playing fair. 
That statement should be differently 
phrased. If it takes part of its op- 
erating and capital costs out of the 
taxpayer’s pocket and conceals the 
fact, it is not playing fair. If it 
comes out in open meeting and ad- 
mits that it proposes to compete with 
privately owned organizations because 
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the taxpayer is standing its losses 
that is another thing. It has not yet 
come out in open meeting. 


I po not know that this charge is true. 
If it is true even in part the fact 
should be made known. If the cost 
of production and distribution will be 
more than the members of the TVA 
have admitted, then they must be 
found guilty of deceiving the Presi- 
dent. He has certainly accepted their 
previous statements at par. His own 
statements have shown that. Based 
in part upon the claims of the mem- 
bers of the TVA, a nation-wide attack 
on the utility interests has been set up. 

I do not believe that they would 
deceive him wilfully. I believe them 
to be able and honest men. If they 
have set up an unfair statement of 
facts on which their estimate of costs 
has been based, it is only because they 
are so devoted to the Tennessee valley 
project that they have become some- 
what fanatical. They are in the em- 
barrassing position of being at once 
judges and champions of their own 
cause. I think that the men who de- 
clare that, if costs were exactly stated, 
they would be three times more than 
the TVA estimate to produce and dis- 
tribute current are likewise honest and 
able. It may be that they are so dis- 
turbed by the fact that the govern- 


‘ ment’s plan may ruin them that they 


find it difficult to take an impartial 
view. 


HY should not an umpire be 
called in? Better still, why 
should not a board of umpires be 
named by an outside authority, not 
one of whom can be affected by po- 
litical or emotional or financial con- 


siderations, and put the facts before 
them and get an impartial judgment? 
Then if it appears that the Tennessee 
valley experiment will cost three times 
more than the TVA has reported we 
will at least know. Or if it only costs 
twice as much as they have reported 
we will know. Or if their statement 
is truthful down to the last period 
and quotation mark we will know 
that. We will at least have the truth. 
Speaking only as an observer on the 
side lines, I am not merely puzzled 
by the conflict of claims. I am be- 
coming somewhat disgusted by it. 
Surely it would be possible to get 
at the facts. We have had theories 
and shouts of joy and prophecies 
and hosannas world without end. 

Now let us have an unbiased ap- 
praisal. 

If the Tennessee valley experiment 
is to be considered only as an effort 
at social betterment at the cost of the 
Federal taxpayer that is another thing. 
Personally I feel that the states affect- 
ed should skin their own snakes. 
Senator Carter Glass spoke out for 
Virginia the other day. He said that 
his proud state did not propose to 
pay taxes into the Federal Treasury 
and then come hat in hand to Wash- 
ington and beg some little bureaucrat 
to give the money back. But if the 
Federal taxpayer accepts the load— 
accepts it voluntarily, knowing pre- 
cisely what he is doing—that is his 
business. The taxpayer stands the 
cost of hospitals and asylums and 
ambulances everywhere. 


ut Dr. Arthur E. Morgan and 
Dr. H. A. Morgan and Dr. 
David E. Lilienthal, the three mem- 
bers of the Authority, have repeatedly 
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said they are business men engaged 
on a business project. They will do 
good to their fellow man in the Ten- 
nessee valley because they think some 
help is coming to him. But in the 
production of cheap power they have 
maintained that they stand on their 
own feet. In that case they can have 
no objection to an inquiry into costs 
and values made by able and unpreju- 
diced men. Business men engaged in 
business enterprises always ‘insist on 
knowing how their affairs balance. 
Otherwise they go broke. 

No criticism should attach to the 
three members of the Authority be- 
cause: nothing of the sort has been 
done as yet. Nothing of the sort is 
here suggested or implied. They are 
just as human as Dr. H. Parkes Cad- 
man, or Mae West, or you and I. 
Nothing of the sort has been called 
for. Their present hopes and future 
reputations are involved in the success 
of the valley project. A good sales- 
man is rarely an unbiased judge of 
the item he sells. If at times it 
seems that they are pushing the little 
rubber pea of costs under the three 
shells of Human Welfare and Nation- 
al Defense and Cheaper Power until 
the onlooker is bewildered, no moral 
blame can rightfully attach to them. 
Perhaps they are somewhat confused 
as well as bewildered. 

But it is time the umpires were 
called in. 


HE following preliminary state- 

ment of facts will, I believe, be 
accepted by all parties to the con- 
troversy. If the Tennessee valley ex- 
periment prove successful in the pro- 
duction of power at low cost and its 
efficient distribution to the consumer, 
other similar experiments, also at the 
national expense, are very apt to fol- 
low, if the Constitution permits. They 
have already been proposed and there 
is no need to list them here. If a 
country which is already oversupplied 
with electricity by the privately owned 
enterprises has its supply doubled or 
tripled by the government, the private- 
ly owned utilities will be crippled. If 
the Federal taxpayer is called on to 
pay whatever sum may be needed to 
permit the government utilities to un- 
dersell the privately owned utilities 
everywhere, the privately owned or- 
ganizations will be ruined. There are 
3,000,000 investors in the securities of 
a $15,000,000,000 industry. 

The Tennessee valley experiment 
can only be considered successful if 
the power which it proposes to pro- 
duce can be sold at a rate which will 
cover the honest costs and leave a 
small profit for the amortization of 
the investment. To put it differently 
the experiment will not be a success 
if the Federal taxpayer is called on 
to pay for the original investment or 
any part of it or to wipe out any red 
ink which may intervene between the 


e 


the fact that all 


“THe TVA does not mention . . . 
its mails are franked free and that it gets the advantage 


of the low freight rate given to the government by the rail- 


roads. 


The utilities must buy stamps to put on their bills 


and letters and pay the market rate for freight hauls.” 
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cost to the TVA and the price at 
which it sells. 


¢ per elements must be consid- 
ered at this point, however. It 
is a tremendously complicated propo- 
sition. From some angles it even 
seems hazy. Dr. Arthur E. Morgan 
has stated that the total cost of the 
project may run as high as one billion 
dollars. Part of this tremendous sum 
is to be charged against Human Bet- 
terment. The program is broad and 
somewhat vague, but it need not be 
considered in detail. It is enough 
to say that roads will be run through 
the hills of an area approximately as 
large as the state of Tennessee, soil 
erosion checked, deforesting stopped, 
schools improved, and farmers trans- 
planted from poor ground to better 
ground. 

Another part of the cost is to be 
charged against a cloudy something 
which for the purpose is ticketed as 
National Defense. This is an op- 
eration in sheer bookkeeping. The 
TVA began its activities in possession 
of Wilson dam and other works on 
the Tennessee river. Not a pick was 
struck on the Wilson dam until after 
the Armistice. The next. world war 
then seemed half as far away as the 
millennium. Its military value was 
$47,000,000 worth of bows and ar- 


-TOWS. 


| the point of view of the pres- 
ent it seems that it must have been 
built for power production purposes. 
The TVA, however, resists this sug- 
gestion strongly. If the TVA is to 
make a convincing showing of pro- 
duction costs, it is evident that its 
capital investment must be held to the 


lowest reasonable figure. The ques- 
tion at once arises: 

“What share of the original cost 
of the original works should in fair- 
ness be charged against National De- 
fense—which is an agglomerate term 
covering foolishness inseparate from 
war, and army ambitions, and graft 
and signed contracts and big-eyed 
plans for the future and hooey—and 
what share should be charged against 
the present power production plan?” 

One of the parts of this particular 
shell is improvement of navigation. 
A theory of the Tennessee valley ex- 
periment is that navigation on the 
Tennessee river and its tributaries 
shall be improved by a series of locks 
and dams, which shall be utilized in 
the production of hydroelectric power 
as a by-product. One of these days 
I hope to make a serious inquiry into 
the past and present state of navi- 
gation on the river. I do not discover 
that it has ever amounted to very 
much. No statement has ever been 
produced that it is now, has been, or 
promises ever to be important enough 
to justify the expenditure of millions 
of dollars of the taxpayers’ money. 


Ws work was stopped on Wil- 
son dam some years ago the 
channel of the river was left complete- 
ly blocked ; 

“Navigation was impossible’’ it was 
said in one report. 

No one seems to have worried about 
that. In the lack of any outcry I 
am compelled to the conclusion that 
there was not enough navigation at 
any time to worry about. In the 
latest annual report of the TVA is 
this statement : 

“Between Guntersville, Ala., which 
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Subsidies to Businesslike Competitors 


“oe TVA has proclaimed that it is a business organization 

managed by business men. If it is in actual, businesslike 

competition then it should pay the same taxes and interest rates 

and freight costs and mailing charges that its competitors do. If 

it does anything else then it is not in businesslike competition. 
It is being paid a subsidy by the government.” 





will be the head of Wheeler lake, and 
the Widows Bar Navigation dam, the 
present open channel improvements 
provide a minimum depth of about 
three feet, during low-water periods 
equivalent to that of 1931.” 

There could not have been many 
large-sized steamers running on three 
feet of water. I have not heard of 
any considerable lines of barges on 
the Tennessee. It is true that in the 
same report it is said that: 

“With the completion of the Pick- 
wick dam and dredging of the channel 
below it, the Tennessee river will be 
navigable 85 per cent of the time for 
boats of 7-foot draft for a distance 
of 358 miles from the confluence with 
the Ohio.” 


KY. so there is nothing to get heat- 
ed up about. No one questions 
that the Inland Waterways Company 
on the Mississippi is efficiently man- 
aged. It has a large fleet of the most 
modern barges and it operates through 
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a country which produces the bulky 
goods which can best be shipped by 
water. Yet the Inland Company is 
consistently in the red, good years and 
bad, and its principal accomplishment 
has been to make life a little sadder 
for the railroads in the competing 
territory. There is no indication that 
the Tennessee valley will produce the 
heavy and bulky stuffs which go best 
by water. Dr. Morgan talks of cera- 
mic production and cottage industries, 
but that does not suggest water 
freighting. It might be better in the 
long run for the Federal taxpayer to 
arrange to transport all the Tennessee 
valley freight by airplanes. Or even 
carrier pigeons. Locks and dams are 
costly to build and to maintain. But 
the real question now being consid- 
ered is the comparative cost of power 
as produced by privately owned utili- 
ties and the TVA. 

That is the job for the Board of 
Umpires. 

This is not an attempt at an audit 
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of the books of the TVA. That is 
for the Board of Umpires, when and 
if they are selected. It is merely an 
effort to show that there are certain 
discrepancies between the TVA’s 
method of accounting and those fol- 
lowed by privately owned companies. 
These latter are required by law to 
keep their books in a uniform way. 
When they are asked to submit to an 
inquiry they cannot fob it off by get- 
ting angry. 


Rion discrepancies may be gen- 
erally divided into two orders. 
One is the manner in which the cost 
of operation is charged. The other 
is the charge for the initial invest- 
ment. By comparison with the pri- 
vately owned companies the TVA has 
understated the amount of its original 
investment. That seems clear on a 
casual inspection of the record. If 
the TVA openly admits that it is in 
receipt of a government subsidy, no 
criticism is here offered. But if it 
hides that fact and then asserts that 
it is in open competition with the utili- 
ties, meeting them fairly at every 
point, then criticism is justified. 
One part of the job for the Board 
of Umpires would be to discover 
whether the TVA has been candid. 
As a part of its initial investment 
the TVA was put in possession of 
the Wilson dam and steam plant, with 


‘ permission to value them for capital- 


ization purposes to suit itself. Evi- 
dently the lower the capitalization 
charge, the less would be the annual 
fixed charges to be met out of income. 
The cost of the dam and steam plant 
to the government was approximately 
$60,000,000. Much of the work on 
it was done during the low-cost after- 


the-war period. On the other hand 
governmental building is notoriously 
more expensive than operations con- 
ducted by companies which must re- 
port to stockholders instead of to tax- 
payers. 


N° one suggests that the entire 
cost of the dam and steam plant 
should be charged against the TVA. 
That would not be fair. The TVA 
has said through Mr. Lilienthal: 

“Since this is a business enterprise 
we have set up as a basic figure the 
amount which a business man would 
be willing to put into a plant at Muscle 
Shoals, based in part on the cost of 
similar construction work in recent 
times. To this figure we have added 
25 per cent to be conservative, since 
the higher the capital figure the great- 
er the fixed expenses.” 

The TVA’s estimate of the going 
value of the Wilson dam and the 
steam plant attached is approximately 
$20,000,000. The figure is somewhat 
movable, having risen at one time to 
nearly $30,000,000, but seems now to 
have settled at $20,000,000. The 
TVA has therefore lopped approx- 
imately $40,000,000 off the original 
cost of the plant. 

But a “business man’s estimate” of 
the value of the property runs a great 
deal higher. The Alabama Power 
Company made a firm offer of $2,- 
200,000 a year for the power output. 
That is almost 4 per cent on the entire 
original cost to the government. Or 
if the going value of the plant were 
to be reduced to $40,000,000 the offer 
is something more than 5 per cent 
on the sum. That is more than the 
government is getting on any other in- 
vestment. 
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O« job for the umpires would be 
to determine how the TVA can 
explain away a minimum charge-off 
of $20,000,000. If the Alabama 
Power Company could afford to pay 
5 per cent on a face of $40,000,000 
for the power output, then surely the 
TVA could afford to value that plant 
at $40,000,000 for its power produc- 
tion. There can be no argument on 
that score, for the TVA has consist- 
ently asserted that it will be able to 
conduct its operations more efficiently 
and more economically than can a 
power company which is not inspired 
by those higher motives with which 
the TVA is endowed. It would be 
necessary for the umpires to consider 
the fact that the United States Su- 
preme Court has ruled on how the 
utilities should account for deprecia- 
tion. What is fair for the goose 
should be square for the gander. 


HE TVA is now engaged in the 

construction of the Norris and 
Joe Wheeler dams. These works are 
not as yet generating energy and there- 
fore no account need be taken of the 
possible ultimate cost. It must be 
pointed out, however, that they are 
considered as essential elements in the 
Tennessee river system for the pro- 
duction of power. The law which 
governs the operations of private 


utilities in building dams on navigable 
rivers provides that they shall make 
provision for navigation and flood 
control at their own cost. That seems 
to be fair. A privately owned utility 
can hardly ask the government to pay 
the cost of providing for navigation 
facilities through a privately owned 
dam. 


B"” the TVA does not intend to 
submit to the rule which the Fed- 
eral government has laid down for 
the control of private utilities. The 
TVA has been given an absolutely 
free hand by the act by which it was 
created. It may thumb its tripartite 
nose at state commissions and at 
Federal laws. The Authority has 
stated that it will allocate something 
more than fifty per cent of the ulti- 
mate cost of the Norris and Wheeler 
dams to flood control and navigation 
improvement. If this is fair play 
either to the Federal taxpayer or to 
the private utilities with which it de- 
clares it can compete on even terms, 
the umpires will’ be able to make a 
ruling to that effect. That would 
forever close the mouths of those who 
feel that the TVA has been deceitful 
in its presentation of facts to the 
public. 

More might be said of the reluc- 
tance with which the TVA has accept- 


7 


5 per cent of the gross proceeds on the sale of generated 


q “THE act creating the Authority provides that it shall pay 


power as its sole tax. But that tax is levied on the whole- 
sale price of approximately four mills per kilowatt hour, 
whereas the privately owned utilities pay on the income 


received from all sources. 


One company with another, the 


utilities probably pay eight or ten times as much as the 


TVA.” 
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ed charges against its capital account. 
Some millions of PWA money were 
spent in connection with its power- 
producing activities but they are not 
reported. Yet they came out of the 
taxpayer’s pocket. If a privately 
owned utility had been the beneficiary, 
it would have been compelled to re- 
port the fact. Twenty or more CCC 
camps aided in the work of erosion 
control and reforesting. Unless this 
work had been done, the TVA reser- 
voirs would have filled with silt in 
a comparatively few years. The um- 
pires might hold that the cost is prop- 
erly chargeable against flood control 
and the improvement of navigation. 
And they might not. 


i is frankly admitted by Morgan, 
Morgan, and Lilienthal, that years 
must pass before the sale of TVA 
power can equal the production of 


TVA power. In a hydraulic plant 
this is a very serious matter. Every 
lost drop of water is so much power 
lost forever. The principal expense 
of operating a hydraulic plant is in 
taxes, interest, depreciation, and re- 
pairs. These items run whether one 
kilowatt is produced or millions of 
kilowatts. It is therefore absolutely 
essential to the economical conduct of 
a hydraulic plant that it be run practi- 
cally to capacity at all times. No esti- 
mate is made by the TVA of the 


" certain additions to the capitai account 


by reason of the accruing taxes and 
interest, during the inevitable period 
of low production. 

Yet that addition to the capital ac- 
count must be taken into consideration 
by the umpires. 

This is only one of the problems 
found in the TVA’s estimate of op- 


erating cost—as compared to those 
of the private utilities—the umpires 
must dig into. The TVA insists that 
it is engaged in a business enterprise 
which is being conducted by business 
men in a businesslike way. It declares 
its ability to compete in costs with the 
privately owned utilities. One large 
item of expense—and one which will 
get larger as the years go on—is that 
of taxes. 


HE act creating the Authority 

provides that it shall pay 5 per 
cent of the gross proceeds on the sale 
of generated power as its sole tax. 
But that tax is levied on the whole- 
sale price of approximately four mills 
per kilowatt hour, whereas the pri- 
vately owned utilities pay on the in- 
come received from all sources. One 
company with another, the utilities 
probably pay eight or ten times as 
much as the TVA. The umpires 
could discover. 

Mr. Lilienthal admits that the ac- 
tual tax cost to the TVA is less than 
that to the private utilities. But in 
making up his cost sheets he declares 
that he includes a bookkeeping item 
which corrects this unfairness. In 
other words to the 5 per cent on the 
gross actually paid he adds an arbi- 
trarily determined sum which brings 
the total tax charge up to that of his 
rivals. This arbitrary sum is merely 
a bookkeeping entry, purely for the 
purpose of closing the mouths of 
those who complain that he is unfair 
in his estimate of the cost of produc- 
tion. 


T would be more convincing except 
for one fact. If I read the vari- 
ous TVA statements rightly, it ap- 
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Water Transport Development in the Valley 


ae HERE 1s no indication that the Ten- 

nessee valley will produce the heavy 
and bulky stuffs which go best by water. 
Dr. Morgan talks of ceramic production and 
cottage industries, but that does not suggest 
water freighting. It might be better in the 
long run for the Federal taxpayer to arrange 
to transport all the Tennessee valley freight 


by airplanes. 


Or even carrier pigeons.” 





pears that this arbitrary sum serves a 
double purpose. First it is charged 
off against taxes. Then it is charged 
off against amortization. A private 
company cannot get away with a skul- 
duggery of that sort. Once it has 
paid out its money for taxes, it can- 
not reach into the public treasury and 
get it back and apply it on its amor- 
tization account. The private utilities 
have stated that if they were given 
the various subsidies which the TVA 
receives from the Federal government 
—and which they do not refer to in 
their cost accounting—they could pro- 
duce power at a rate which would per- 
mit the sale of power for domestic, 
rural, commercial, and street lighting 
purposes 30 per cent cheaper than can 
the TVA. 

If the umpires are named they can 
decide that question. 

An estimate made on behalf of 
TVA by Engineer Evans makes the 
total value of the Wilson dam and 
the Sheffield steam plant $21,448,806. 
He places the annual fixed charges 
on this at $1,554,705, which include 
interest at 34 per cent, amounting to 
$750,708, depreciation of $563,997, 
and tax equivalent of $240,000. En- 


gineers for the privately owned utili- 
ties which now occupy the territory 
the TVA plans to seize have estimated 
the going value of the two plants at 
$35,595,301. This is less than the 
$40,000,000 valuation on which the 
Alabama Power Company offered to 
pay an interest charge of $2,200,000, 
or more than 5 per cent and is accept- 
ed as more favorable to the TVA. 


NFORTUNATELY the utilities can- 
not obtain money at 34 per cent 
annually. If a comparison of operat- 
ing costs is to be made, it is only 
fair to charge the TVA with the rate 
which the utilities must pay in the 
open money market. They were able 
to get money at one time for approx- 
imately 5.3 per cent, but under the 
present attack by the government they 
could hardly get it for less than 6 per 
cent. Six per cent on the revised es- 
timate of capital worth is $2,135,000 
instead of $750,000. Depreciation is 
figured at $607,000 annually instead 
of $563,997, and the tax equivalent 
at $419,000 instead of $240,000. The 
difference in annual fixed charges 
would be $1,606,295. 
The umpires would be called on to 
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decide whether it is fair in a compari- 
son of the actual costs of production 
for the TVA to cut its capital account 
and interest charges below the market. 

The TVA only allowed $150,000 
annually for operation and mainte- 
nance of the hydraulic works. In 
order to establish this figure it has 
eliminated certain items of upkeep 
which have been charged against the 
dam in the past. The utilities restore 
these items and obtain the original 
sum of $234,000. The competitors 
agree on the cost of operating the 
steam plant and the difference between 
them on the sum anticipated from the 
sale of secondary power is negligible. 
The net cost of generation is figured 
by the TVA at 2.83 mills per kilo- 
watt hour of prime supply on an esti- 
mated output of 438 million kilowatt 
hours. The engineers for the utilities 
report that not more than 367 million 
kilowatt hours can be hoped for, and 
that the cost would be 7.15 mills per 
kilowatt hour of prime supply. 

The umpires would be called on to 
decide. 


HE TVA takes an optimistic view 

of the cost of fixed charges, op- 
eration, and maintenance of the trans- 
mission network. Its engineers have 
estimated the total to be $523,350 an- 
nually. On the other hand the engi- 
neers of the utilities, basing their 
statements on the cost of transmission 
networks now in being in the same 
territory, adjusted to whatever differ- 
ence in construction costs there may 
be, find that the same items will cost 
$1,110,000 annually. This figure is 
backed by the reports made to the pub- 
lic service commissions in the terri- 
tory. 


It appears to be the difference be- 
tween hope and experience. 

The TVA is erecting a new business 
in its territory. In order to make it 
pay, it must increase its output to 
the final practicable kilowatt hour. 
The Authority believes that because 
of the cost elements in its favor— 
that is, the charge-off of an immense 
sum for depreciation, the avoidance 
of more than an infinitesimal part of 
the taxes private utilities pay, and its 
ability to get government money for 
34 per cent—it need only charge 
$105,000 annually for general admin- 
istration and the getting of new busi- 
ness. The TVA does not mention in 
this connection the fact that all its 
mails are franked free and that it gets 
the advantage of the low freight rate 
given to the government by the rail- 
roads. 


HE utilities must buy stamps to 

put on their bills and letters and 
pay the market rate for freight hauls. 
Their experience leads them to believe 
that an annual charge of approximate- 
ly $250,000 is nearer the truth. But 
it is needless to continue with a cate- 
gory of differences. The antagonistic 
views may be summed up in a few 
words. 

The TVA asserts that on the initial 
rate of $30 to municipalities per kilo- 
watt year of prime sales it can make 
a profit of $7.10. 

The private utilities assert that if 
the TVA met the same costs that they 
are compelled to meet—as outlined in 
the foregoing—it would on each kilo- 
watt year of prime sales lose $38.25. 
To summarize their statement, it ap- 
pears that the current which the TVA 
proposes to sell to municipalities for 
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$30 a year will actually cost $68.25 to 
produce and distribute. This difference 
is too much to be explained away. If 
the utilities are correct it means that 
the Federal taxpayer will not only 
be called on to shoulder an indefinite 
but tremendous original cost charge, 
and lose the taxes which have been 
paid by the utilities in the TVA 
territory—which amount to more 
than $2,000,000 for the Alabama 


Power Company alone—but must pay 
$38.25 out of his pocket every time 
the TVA takes in $30. 

No doubt the truth lies somewhere 
between the two extremes. The find- 
ing of it is distinctly a job for the 
umpires, and not for anyone who is 
moved by sentiment or politics or per- 
sonal considerations or financial inter- 
ests. 

But who can find the umpires? 











Thumb-nail Essay on Freedom and 
the Courts 


“Free people don’t have to go to the courts 
to regulate themselves,” said the chairman 
of the judiciary committee of the House of 
Representatives, according to the New York 
Times, when the question of limiting lower 
Federal court jurisdiction in certain utility 
cases was up. 

* x 

People do not, of course, go to court to 
tegulate themselves but to regulate others; 
that is to say, to obtain redress or to prevent 
wrongs. 

Court calendars are crowded with all sorts 
of cases brought by all sorts of persons. 
Civilized free peoples apparently cannot so 
regulate their affairs as to make resort to 
courts unnecessary. 

* * 

It is true, indeed, that a people absolutely 
free would not have to bother with courts. 
If the chairman of the judiciary committee 


of the House lived under such a degree of 
freedom as that, and one of his neighbors 
helped himself to some of the chairman’s 
possessions, the chairman could probably get 
them back by the use of a big club. 

The only drawback would be that the chair- 
man’s neighbor might be able to wield a 
bigger club. That would not be so good for 
the chairman. He might be glad to have a 
court to help him get the property back. 

* * 


That is why all civilized peoples go to the 
expense of maintaining courts. Courts are 
believed to be a very satisfactory substitute 
for clubs and firearms. 

* + 


A person who goes to court to fight for 
rights fights not only for himself but for 
others. If the courts were not used in de- 
fense of rights, people would soon cease to 
have rights. 
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For a Fixed Rate Base 


Proposep Minnesota law aimed at stabilizing public utility regulation, by 
which the value of the plant once fixed would remain unchanged while 
changing economic conditions affecting values would be taken care of by 


varying the rate of return. 


Rigid commission control over securities, in- 


cluding the power to call in issues and direct reissuance as the commis- 
sion may determine—accounting and other provisions of the proposed law. 


By CHARLES A. RUSSELL 


HERE are probably few lawyers 
who have specialized in public 


utility law for any considerable 


period, who have not at some time or 
another nurtured the conviction that 
they, if given sufficient time to think 
over the matter, could discover some 
perfectly legal device for simplifying, 
speeding up, and otherwise improving 
the existing routine regulatory pro- 


cedure, especially in rate cases. This 
is true, not only of attorneys who 
have engaged mostly in challenging 
the rate position of utility companies, 
but also of attorneys who have been 
occupied for the most part as utility 
counsel. Both have necessarily fret- 
ted at the cumbersome and dilatory 
process that has grown up since 
Smyth v. Ames and subsequent ruling 
decisions. Both have experienced the 
uncertainties of a utility rate proced- 
ure that is in the final analysis a com- 
posite guess based upon a number of 
smaller guesses. 

Few will deny that rate valuation 


of a large utility property is usually 
a drawn-out and messy business. It 
seems almost a postulate of common 
sense that somehow there must exist 
a time-saving and money-saving short 
cut. 

The author of this article during 
recent months, at the request of cer- 
tain regulatory authorities of the state 
of Minnesota, has tried his hand 
at this interesting legal adventure. 
There has resulted a tentative draft 
of a bill which will probably be pre- 
sented in some form or another to the 
Minnesota legislature. 


HE purpose of this article is to 

_ discuss in a general way the more 
unusual features of the proposed bill. 
While the author himself believes that 
all of the provisions are substantially 
sound, both constitutionally and prac- 
tically, he freely concedes that others 
may reasonably think differently about 
the matter. Let us put it this way. 
Let us assume that the proposed bill 
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which is discussed herein is ‘“some- 
thing to shoot at.” If, from conflict- 
ing discussion among FORTNIGHTLY 
readers, there emerges sound objec- 
tion and constructive suggestions, a 
better bill is sure to result. In the 
process, incidentally, perhaps regula- 
tory specialists in other states who 
are at present complacent about their 
own procedure may be stimulated in- 
to reformative deliberation. Such a 
result would be doubly desirable. 

Minnesota in many ways is an ideal 
laboratory for regulatory reform 
along these lines. It is not that their 
present system of state regulation has 
“broken down,” it is rather because 
they have had only a very limited 
amount of it—jurisdiction of tele- 
phones, railroads, warehouses, and 
motor carriers. Even as to these, 
the state commission’s jurisdiction 
stopped at the city lines. 


oe home-rule regulation 
has been the order of the day 
in Minnesota and that people are be- 
ginning to question its value can be 
seen perhaps in the recent action of 
the voters of St. Paul in defeating a 
franchise for an electric company 
which dealt with rates and other regu- 
latory matters. 

Minnesota is one of the six remain- 
ing states that have absolutely no state 
commission jurisdiction over electric 
utilities and one of the five remaining 
states that have no jurisdiction over 
gas utilities. Such a situation is valu- 
able because it presents virgin soil, in 
a regulatory sense, upon which to su- 
perimpose a new order of utility con- 
trol. There is no old system to weed 
out, no reactionary inhibitions or an- 
tagonisms among the personnel of the 


present state commission. Add to 
this the well-known progressive and 
open-minded quality of Minnesota 
citizenship, and it will be seen that a 
better proving ground could scarcely 
be selected. 

A general idea of the scope of the 
proposed bill could best be gained per- 
haps from the title which is as fol- 
lows: 


To amend Chap. 152, Laws of 1915, now 
known as Chap. 28A-1 of Mason’s 1927 
statutes and amendatory acts, repealing in- 
consistent provisions thereof and granting 
to the railroad and warehouse commission 
of the state of Minnesota power to regulate, 
supervise, and control telephone, gas, and 
electric utilities operating in said state, ex- 
clusive of municipal-owned and operated 
utilities, as defined; requiring such utilities 
to furnish adequate service of respective 
commodities at reasonable rates; prohibit- 
ing unjust and unreasonable rates and 
charges for commodities so furnished; pro- 
viding for the regulation of the issuance of 
securities by any public utility as defined 
in this act; prescribing method and form 
for determining valuation of and investment 
in said utilities; fixing the rate base of 
such utilities and method and form of keep- 
ing the same current; continuing all powers 
granted to said commission not inconsistent 
with the provisions of this act, and provid- 
ing penalties for violation thereof. 


I" order to provide for the addition- 
al duties of the present railroad 
and warehouse commission, the bill 
would create a new department within 
the present commission—a_ public 
utilities department. The bill also 
provides, in an early section, jurisdic- 
tion over proprietary and holding com- 
panies. This is accomplished by 
simply making all corporations or per- 
sons owning or holding a stock major- 
ity, or otherwise having control of the 
operation or management of a public 
utility, subject to the act and to the 
jurisdiction of the commission with 
regard to their relations with such op- 
erating utilities, to the same extent as 
the utilities themselves are subject to 
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control. Such control includes, of 
course, supervision of contractual ar- 
rangements, the state control and su- 
pervision of accounts, records, and 
memoranda, and the obligation to 
furnish reports or information desired 
by the commission, 

The section dealing with account- 
ing is somewhat more elaborate than 
the usual regulatory statute. Under 
its terms the commission has com- 
plete power and discretion to estab- 
lish a uniform system of accounts. 
Where it has exercised such power, 
utilities are forbidden to keep any 
other form of accounts unless prop- 
erly required by another governmen- 
tal body. The commission likewise 
has the power to require a segregation 
of nonpublic utility accounts from 
ordinary operating accounts, and to 
require all public utilities subject to 
its jurisdiction to “carry a proper and 
adequate depreciation account in ac- 
cordance with such rules, regulations, 
and forms of account as the commis- 
sion may prescribe.” 


oe jurisdiction of the commis- 
sion of rates and service of gas, 
electric, and telephone companies is 
covered in a brief section conferring 
broad power on the commission to re- 
quire such utilities to charge “just and 
reasonable” rates and to provide “safe 
and adequate” service. 

In the section dealing with munici- 
pal plants is seen the first really un- 
usual feature of the act. The pro- 


posed section is substantially as fol- 
lows : 


Municipal gas, electric, or telephone 
plants owned and operated by any munici- 
pality of this state, and the municipality 
owning and operating said plants, shall not 
be subject to any of the provisions of this 
act, except, however, when 25 per centum 
of the separate and distinct users of gas, 
electricity, or telephone within any such 
municipality shall petition the commission 
for a review of the acts of the municipal of- 
ficers in the regulating or the conduct of the 
municipal gas, electric, or telephone plant 
so owned, the commission shall have juris- 
diction to act upon such application and 
render its decision thereon in the same man- 
ner and with the same force and effect as 
though said municipal plant or plants were 
subject to the regulation and control of the 
commission; and such decision, when duly 
entered, shall have the same force and ef- 
fect as a decision by the commission under 
this act relating to privately owned plant 
or plants; and all proceedings thereafter 
shall be in accordance with the provisions 
of law relating to the powers and jurisdic- 
tion of the commission as defined in powers 
now existent or as may be conferred by this 
act. 


BouT the nearest approach to the 
foregoing provision now in ef- 

fect in any other state regulatory law 
is that now in effect in Indiana. The 
Indiana act provides the municipal 
plants shall remain subject to the ju- 
risdiction of the state public service 
commission unless a majority of the 
town’s voters elect to remove them 
from the state board’s supervision. 
The Minnesota act would approach 
about the same result but from the 
opposite direction. Minnesota mu- 
nicipal citizens would have to petition 
to get into the state board’s jurisdic- 
tion, while Indiana municipal citi- 
zens have to vote to get out of the 


e 


“Few will deny that rate valuation of a large utility prop- 
erty is usually a drawn-out and messy business. It seems 
almost a postulate of common sense that somehow there 
must exist a time-saving and money-saving short cut.” 
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state board’s jurisdiction. In either 
event, the result is about the same— 
the wishes of the local citizenry are 
given expression. The reason for the 
difference is purely historical. Indi- 
ana municipal plants have, for a num- 
ber of years, been under control of 
the state commission, while Minne- 
sota municipal plants have never been 
under control of the state commission. 
Another difference between the In- 
diana law and the proposed Minnesota 
law is that the former makes the ju- 
risdictional status of municipal plants 
continuous. If the municipality’s citi- 
zens vote to get out of the commis- 
sion’s jurisdiction they stay out unless 
they vote to get back in again. Un- 
der the Minnesota law a municipal- 
ity’s citizens would have to invoke the 
jurisdiction of the state commission 
anew for each proceeding. The rea- 
son for this arrangement is simply a 
practical recognition of the fact that 
home-rule regulation is still strongly 
rooted in Minnesota and local senti- 
ment must be given some opportunity 
for expression. Otherwise, the law 
would be almost certain to meet se- 
rious legislative opposition. 


Seed comes the most unusual por- 
tion of the act—those sections 
dealing with the methods for deter- 
mining the rate base, First of all the 
commission is directed to investigate, 
ascertain, and report the value, as of 
July 1, 1935, of all property owned 
or used by every public utility subject 
to the act. The section follows in 
part: 


In such investigation the commission shall 
ascertain and report in detail as to each 
piece of property owned or used by said 
utility for its purposes in connection with 
the transmission of telephone service, the 
manufacture, generation, transmission, dis- 


tribution, delivery, and/or sale of power, or 
gas, the original cost of each of said prop- 
erties to July 1, 1935, the cost of reproduc- 
tion new as of that date, the cost of repro- 
duction less depreciation as of that date, and 
an analysis of the methods by which these 
several costs are obtained, and the reason 
for their differences, if any. The commis- 
sion shall in like manner ascertain and re- 
port separately other values, and elements 
of value, if any, of the property of such util- 
ity, and an analysis of the methods of val- 
uation employed, and of the reasons for any 
differences between each such value and 
each of the foregoing cost values. 


N ascertaining original cost as of 

July 1, 1935, the commission must 
take into account the history and or- 
ganization of existing as well as pre- 
vious operators of the particular util- 
ity properties, including changes in 
the capital structure, and various fi- 
nancial transactions, gifts, grants, or 
donations, and the net and gross earn- 
ings of such operations. No value 
would be permitted to be allowed for 
any project under Federal or state li- 
cense in excess of actual investment, 
and no value allowed for rights grant- 
ed by the commission. Such investi- 
gation is required’ to be commenced 
within six months after the approval 
of the act and results reported to the 
state legislature whenever requested 
by joint resolution. 

When the commission shall have 
completed the tentative valuation of 
any utility property, it must give de- 
scriptive notice to the utility, the state 
governor, and such additional parties 
as may be deemed entitled to notice. 
If no protest is filed within thirty 
days after due notice of the tentative 
valuation, the valuation findings be- 
come final as of July 1, 1935. When 
a protest is filed, the commission must 
fix a time for hearings and proceed to 
a prompt determination of the issues 
involved. 
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Fixed Rate Base and Flexible Return 


“. . . the proposed Minnesota law maintains the rigid 1935 rate 
base for all subsequent regulatory purposes, regardless of changed 
economic trends, but expressly places the necessary element of 
flexible adjustments in the rate of return to be allowed during vari- 


ous economic conditions. 


This method of caring for 


changing economic conditions was preferred to any departure 
from the rigid rate base for a number of reasons.” 





” such proceedings the tentative 


findings of the commission would 
be entitled to consideration as prima 
facie evidence of the value of the prop- 
erty in dispute; likewise in any other 
department or court of the state. If 
a court should in subsequent proceed- 
ings find the commission’s valuation 
in error, the court is required to trans- 
mit a copy of evidence before it to the 
commission, so as to give the latter 
body an opportunity to reconsider the 
evidence or confirm its own findings 
in the case in the light of such evi- 
dence. 

Next comes the section dealing with 
the use to be made by the commission 
of these permanent records of utility 
valuation found as of July 1, 1935,— 
records that must be kept, by the way, 
in the books of all utilities affected. 
These findings of value are required 
to be the sole basis used by the com- 
mission in all further determinations 


of rates or security issues, and for any 
other purpose provided by the act, 
such as for depreciation accounting. 
At this point another most important 
provision is added: Where the rec- 
ords of a particular utility show that 
the amount of all its outstanding se- 
curities, capital stock, and other evi- 
dence of indebtedness exceeds the 
amount of value or rate base fixed by 
the commission, and where the com- 
mission is of the opinion that such a 
condition jeopardizes the rights of ei- 
ther security holders or ratepayers, 
then the commission is authorized to 
call in all outstanding securities and 
direct a reissuance in equitable pro- 
portions, as the commission may de- 
termine, to each class of security hold- 
er, so that the total amount of the se- 
curities reissued shall be equal to the 
official rate base, and the balance of 
claimed value previously capitalized 
shall be canceled and forfeited. 
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I* the case of such reissuance by 
commission order, preference shall 
be given to bonds, coupon notes, and 
other evidence of indebtedness as dis- 
tinguished from capital stock. Fur- 
ther, as between capital stock owners, 
new stock shall be reissued in prefer- 
ence to those who paid cash consider- 
ation as distinguished from those who 
paid for their stock with property 
transferred to the corporation at esti- 
mated values, or where no real con- 
sideration was paid. 

Subsequent to July 1, 1935, it 
would, of course, be the commission’s 
duty to keep the valuation up to date 
by adding proper amounts for addi- 
tions and betterments and deducting 
amounts for property retirements, but 
always on the basis of property values 
as of July 1, 1935, which, as men- 
tioned before, shall ever thereafter be 
used by the commission for rate fix- 
ing and other regulatory purposes. 

But I can hear the question arise at 
this point, what happens when the 
value of the dollar fluctuates so that 
general property values during subse- 
quent periods are elevated or de- 
pressed as compared with July 1, 
1935? This almost certain happening 
has, of course, been given careful con- 
sideration. 


O of the plans considered for the 
equitable application of the rate 
base finding to changing economic 
conditions without losing the value of 
maintaining continuously the basic 
finding of value, was the use of com- 
modity indices whereby adjustment 
of the basic figures to any changed 
condition could be made almost auto- 
matically. There were too many 
complications to this system, in the 


opinion of the author, to warrant its 
adoption. 

Instead, the proposed Minnesota 
law maintains the rigid 1935 rate base 
for all subsequent regulatory purposes, 
regardless of changed economic 
trends, but expressly places the neces- 
sary element of flexible adjustment in 
the rate of return to be allowed dur- 
ing various economic conditions, The 
bill states that when “such fluctuation 
(in the value of the dollar) shall, in 
the opinion of the commission, affect 
the rate of return on said rate base of 
such utilities, the commission in that 
case may adjust and readjust the rate 
of return upon the rate base so estab- 
lished.” 

This method of caring for changing 
economic conditions was preferred to 
any departure from the rigid rate base 
for a number of reasons. For exam- 
ple, there is the possibility of abrupt 
monetary inflation that might increase 
utility expenses so rapidly as to wreck 
the service, if the commission had to 
wait for evidence of commodity trends 
before granting relief. Conversely, 
abrupt monetary deflation might cre- 
ate an emergency demanding immedi- 
ate relief of the ratepayer from rates 
suddenly become unreasonably high. 
Under the proposed law the commis- 
sion can take prompt and intelligent 
action in either event. 


HE act gives the commission com- 

plete jurisdiction over the issu- 
ance of utility securities, but limits 
the total amount for which such secu- 
rities can be issued for other than cash 
or property received to the value of 
the utilities’ property as found by the 
commission. The usual proper pur- 
poses for which securities may be is- 
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sued are enumerated. The issuance 
of stock or bond dividends is forbid- 
den. 

Expenses of rate investigation, val- 
uation, revaluation, or other proceed- 
ings made by the commission for a 
utility subject to the act are required 
to be borne by the utility involved as 
a special franchise tax, in addition to 
other lawful taxes imposed upon it. 
Such expenses with 6 per cent inter- 
est may be charged to operating ex- 
penses and amortized over a period 
fixed by the commission. The com- 
mission may require advance deposits 
of such contributions by a utility, if 
necessary for the completion of a pro- 
ceeding. There is a limitation, how- 
ever, that the amount expended by the 
commission in any proceeding shall 
not exceed one half of one per cent of 
the utility’s gross revenue from intra- 
state utility operations. 


I" addition to such special assess- 
ment against utilities involved in 
particular proceedings, the act pro- 
vides for the payment by all utilities 
subject thereto of fees dependent upon 
the respective gross operating reve- 
nues, the purpose of which would be 
to defray the general cost of the main- 
tenance of the commission and inci- 
dental routine expenses. 


Concluding sections of the act re- 
quire all utility companies to file an- 
nual verified reports showing out- 
standing capitalization, receipts, ex- 
penditures, dividends and _ salaries 
paid, location of plants, and other 
facts pertaining to the operation or 
maintenance of the system. Violation 
of any provision of the act makes the 
utility liable to the forfeiture of a fine 
of not less than $100 nor more than 
$1,000 for each offense. Construing 
the penalty clause, acts of utility of- 
ficials or agents within the scope of 
their employment are to be deemed 
acts of the utility itself. 

And so concludes the proposed act 
which the author has designed to rem- 
edy many of the problems which be- 
set utility regulation which have so 
impaired the prestige of state commis- 
sion regulation in general that imme- 
diate conformative action is necessary 
to gain public confidence therein. The 
reasons and purpose of the proposed 
provisions described are more or less 
obvious. In a word, it can be said 
that the underlying theory of the en- 
tire document is to insure the stability 
of public service operating under pri- 
vate ownership, subject to public reg- 
ulation—a stability that will inhere 
without transgressing the equities of 
either the utilities or their consumers. 
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Curious Items about the Utilities 


Tue Bureau of Air Commerce operated more than 20,000 miles of 
lighted and radio-controlled airways in 1934 at a cost of 30 per cent 


less than in 1933. 


* 


* 


LonG-DISTANCE telephone service from London deals each week with 
approximately 450,000 toll calls, 80,000 calls over the inland trunk lines, 
13,000 calls to the continent, and 300 overseas radio telephone calls. 
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How about Prudent Investment 
and Doubtful Dollars? 


An inquiry as to the soundness of a popular theory of 
rate making in the light of certain New Deal policies 


By J. H. PORTER 
FORMER MEMBER OF THE MISSOURI PUBLIC SERVICE COMMISSION 


opay the Federal government is 
reaching into every phase of our 


national life through a series of 
governmental acts which have been 
grouped generally under the name of 
the New Deal. Many citizens do not 
believe in the economic theories of 
the administration as evidenced by 
these acts and many are doubtful as 
to whether they will succeed in alle- 
viating our economic distress. Some 
of the acts have already been found 
to be badly drawn and declared un- 
constitutional. Still others have been 
challenged and their status is still to 
be determined by the Supreme Court. 
Whether one agrees with this new 
philosophy of government or not, one 
must admit that it has been shown 
that it is within the power of our 
government at Washington to inter- 
fere in all parts of our business life, 
changing the value of our currency, 
raising the national debt to a point 
where inflation becomes a possibility, 


and setting up standards for the per- 
formance of public duties. 

In advancing their arguments for 
the proper method of determining the 
rate base for public utilities, those 
who believe that a return should be 
allowed only on the dollars honestly 
and prudently invested in the plant, 
that is, the proponents of the prudent 
investment theory, must in the future 
give consideration to these factors. 
They must meet the question as to 
whether the acts of the New Deal 
do not further demonstrate the fal- 
lacy of attempting to equate a rate 
base for public utilities to the dollar. 


NY article which attempts to trace 
the effect of the New Deal on 

a theory of establishing a rate base 
for public utilities must of a necessity 
be based on certain assumptions. It 
must be assumed first that the ad- 
ministration at Washington is sincere 
in its statements that there is no in- 
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tent to destroy all private ownership 
of public utilities. It must also be 
assumed that some part of the boast- 
ed American love of fair play will be 
granted the utilities and that we will 
not attempt to punish all utilities and 
all utility men because some have 
been guilty of unethical and dishonest 
acts. It must be assumed further 
that the fundamental economic prin- 
ciples which have been the base of our 
national economic life will be con- 
tinued in the future. 

The courts have made it clear that 
it is the physical units and cost of 
development which must be consid- 
ered when a basis is sought by the 
public for estimating the rewards to 
be paid for the sacrifices made in 
establishing utility service, and it is 
to these that this article refers. This 
is actual property and it has a real 
value in exchange, whatever medium 
is used to express it. It is created by 
man’s physica! efforts and is different 
from that wealth which men sought 
to create by legerdemain and stock 
market manipulation. The first is 
lasting as is seen by the plants and 
services now existing, the latter faded 
and proved once more that real wealth 
cannot be created by the printing 
presses whether you print money or 
stocks and bonds. 


| Fenian all of the time that has 
been devoted to valuation or the 
finding of a rate base, there have been 
established but few principles which 
have received general acceptance as 
fundamental. In a search for stabil- 
ity large numbers of able people have 
advocated the adoption of the prudent 
investment theory. 

Because it appears simple and ra- 


tional there has been a continuous at- 
tempt to make all regulation a problem 
in accountancy and to find the value 
or base upon which a return to the in- 
vestors shall be calculated by adding 
together the dollars which were ex- 
pended in building the plant and es- 
tablishing the service. The trained 
accountant has his place in regulation 
and no system will ever approach per- 
fection without him. However, ac- 
counting forms will never be able to 
show all of the facts behind a shift- 
ing of economic values. 


HE desirability of the service to 

the public varies frequently from 
causes entirely outside of the utility 
plant and its accounts. An example 
of this has been the street railways 
of most of our large cities. The 
change of public fancy to the private 
automobile and bus has rendered 
large portions of these plants no long- 
er used or useful. The remaining 
traffic almost without exception fails 
to earn a return either on present-day 
costs or on the money prudently in- 
vested in these plants many years be- 
fore. 

In addition there has been but lit- 
tle stability in the methods or the 
plants used in furnishing utility serv- 
ice in the past and there is nothing 
which indicates that these plants and 
these methods will be static in the 
future. Because of these physical 
changes, the rate base itself must 
change. It is inconceivable that where 


there had been a major change in the- 


art of producing a service, the gen- 
eral public would have continued to 
pay tribute to the dollars in the ac- 
counts of an old plant when it could 
have built a more modern plant and 
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could have furnished the service to it- 
self for many less dollars. 

There is nothing to indicate that 
these and many other difficulties which 
were inherent in any attempt in the 
past to equate the rate base to dollars, 
will not be found in the future. In 
addition there are several acts of the 
New Deal which still further compli- 
cate the application of this theory. 

Within the last two years the gov- 
ernment has changed the dolar from 
one with a content of 23.22 grains of 
pure gold to one of 13.71 grains. 
This change was made with the ex- 
pressed purpose of relieving the fixed 
debt burden by raising the value of 
all commodities and services as ex- 
pressed in the medium of exchange 
through devaluing the dollar. It is 
beside the point whether this act fol- 
lows sound economic principles or not. 


. is clearly within the constitutional 
powers of the Federal government, 
acting through Congress, to change 


the gold content of the dollar. The 
act itself has not achieved all that was 
hoped for it and present general prices 
have not as yet reached that relation- 
ship to the general prices existing be- 
fore devaluation that would be indi- 
cated by the relationship of the pres- 
ent gold content of the dollar to the 
former. 

However, there has been a general 


ment theory could hardly claim that 


price rise and in the future all other 
services and all other private property 
will be valued in the new dollars. If 
the desirability in exchange of these 
services and properties remains the 
same, this value will be expressed in 
many more dollars than formerly. 

Even the most ardent proponent of 
the prudent investment theory could 
hardly claim that under these condi- 
tions it would be equitable to the in- 
vestors in public utilities to grant a 
return on a rate base formed by 
taking the prudent investment in dol- 
lars of 23.22 grains of gold with 
which the utility plant was constructed 
without an adjustment for the pres- 
ent exchange value of the dollar of 
13.71 grains. 


| pena the wages of labor are 
being adjusted to compensate for 
the changing value of the dollar. 
Would it be equitable to ask capital 
which in the last analysis is a reser- 
voir of the surplus wage of labor, to 
forego adjusting its compensation to 
this change? If the equity of an ad- 
justment should be admitted, would 
the dollars prudently invested be in- 
creased 69 per cent in direct relation- 
ship to the change in the gold content 
of the dollar, or would they be relat- 
ed to the present real value in ex- 
change of the dollar which has not in- 
creased by so large a percentage? 


7 


it would be 


q “Even the most ardent proponent of the prudent invest- 


equitable to the investors in public utilities to grant a return 
on a rate base formed by taking the prudent investment in 
dollars of 23.22 grains of gold with which the utility plant 
was constructed without an adjustment for the present ex- 
change value of the dollar of 13.71 grains.” 
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These and many other questions 
show the obvious difficulties which 
must develop in any effort to maintain 
stability in a rate base related to a 
changing dollar. 

The administration has professed 
that it is not its purpose to enter gen- 
erally into government ownership and 
operation of electrical utilities. How- 
ever, under the New Deal program it 
is building electrical plants in the Ten- 
nessee valley and at other points 
throughout the country and is pro- 
posing to sell the electrical power de- 
veloped to the general public. In ad- 
dition it proposes to use the rates es- 
tablished at these government plants 
as a yardstick by which the reason- 
ableness of the rates of privately 
owned and operated plants can be de- 
termined. 


ewe proposal would be open to 
several objections if the prudent 
investment theory were to be accept- 
ed as proper in establishing the rate 


base. One of the factors in making 
rates that must be determined is the 
amount of the return that is allow- 
able to the investors for the sacrifices 
they have made in establishing the 
service. Events of the past twenty- 
five years have shown that costs of 
construction rise and fall and that 
there could be no assurance that the 
_ construction costs of the government 
plants would be applicable to a pri- 
vate plant of any other date of con- 
struction. 

It would seem self-evident that un- 
less the governmental yardstick and 
the private plant under consideration 
were related to some common basis of 
construction costs, any attempt to 
make a comparison of rates would 


cause endless confusion and contro- 
versy. The establishment of a com- 
modity dollar as proposed by some of 
those in the inner councils of the New 
Deal would not help this condition be- 
cause it is proposed to base this dollar 
on the average of the desirability in 
exchange of several hundred articles. 


Sige is not and there could not 
be any plan developed which 
would maintain an exact relationship 
in exchange between the articles being 
considered in establishing the com- 
modity dollar. Further, if an attempt 
should be made to relate all construc- 
tion costs of the private plants to those 
of the time at which the government 
plants were built, it would mean for 
the private plants, except in so far as 
their construction dates corresponded 
with those of the government, the 
forced abandonment of prudent in- 
vestment. 

There is another feature of these 
yardstick plants, which if the New 
Deal lives, would seem to render the 
prudent investment theory forever un- 
tenable. These plants are in the main 
hydroelectric plants of which many 
parts cannot be changed readily. 
Within the last twenty years the cost 
of current generated by steam plants 
has decreased by almost unbelievable 
amounts as is seen in the reductions 
from an approximate national aver- 
age of 3.2 pounds of coal per kilowatt 
hour in 1919 to an average of about 
1.47 pounds in 1933, and even to 1.0 
pound in some very efficient plants. 


HERE have also been reductions in 

the size and cost of steam turbo- 
generators per kilowatt hour and the 
end is not yet in sight. 
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Prudent Investment under Changing Conditions 
“ao have for years challenged the soundness of the prudent 


investment theory. 


It would appear that many of its 


advocates must now question whether prudent investment does 
not fail as a sound and equitable theory for establishing a rate 


base in.a period of major changes in economic values. 


It would 


appear further that they must question whether prudent invest- 
ment and the New Deal are not wholly incompatible.” 





Would the advocates of prudent in- 
vestment have the consuming public 
charged rates which for all future 
time would be based on the fixed 
charges and operating costs of the 
governmental yardstick, or would it 
permit them to receive rates based on 
the then present value of the service 
when lessened costs from improve- 
ments in the art are considered? 

One feature of the New Deal 
which has caused much concern, has 
been its enormous expenditures for all 
purposes. These have approached the 
magnitude of war-time spending and 
many now fear that the United States 
government will be forced to inflate 
its currency. Granting for the sake 
of the argument that this should come 
to pass and that in the wild scramble 
that would of a certainty follow, the 
dollar of the United States should fol- 
low the path of the mark of Imperial 
Germany and diminish in value to the 
vanishing point and as a medium of 


exchange disappear from the markets 
of the world. The generators, poles, 
lights, telephones, etc., which formed 
the various utilities serving the public 
would still be in existence. 


| foreines the use of the prudent in- 
vestment theory now give to 
these properties a value of zero? If 
given a value of zero, would not the 
very much lower rates that could be 
given by plants without fixed charges 
so influence industry that our popula- 
tion would be forever locked in its 
present locations? If an attempt 
were made to equate the new medium 
of exchange with the old, would it be 
equated to the dollar of 23.22 grains 
of gold, or to the dollar of 13.71 
grains, or in the case of the public 
utility dollar would an attempt be 
made to equate to the dollar of the 
time of investment whichever it might 
be? 

The collapse of the mark of Impe- 
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rial Germany was completed in a com- 
paratively short time and all property 
had to equate its expression of value 
to the new medium of exchange, the 
reichmark. Under similar conditions 
in the United States would it not cause 
endless confusion if, when this ad- 
justment were being made, we should 
endeavor to force different rules on a 
large block of privately owned prop- 
erty such as the public utilities? It 
would be difficult for a commission 
to explain to new town “X” why old 
town “Y” has rates so much lower 
for the same service. 


iy might even be difficult to explain 
to a tenant why the owner of the 
house that he rents bases his charges 
on the cost of the new houses that are 
being built while the owner of the 
electric plant must accept a complete 


capital loss. It begs the question to 
say that inflation may never come and 
that if it does, these matters can be 
arranged at the time. No theory of 
regulation can be sound if it depends 
on expediency rather than on princi- 
ples which are true economically and 
applicable at any time. 

The proponents of the prudent in- 
vestment theory have plead their cause 
so frequently and so well that it has 
received wide acceptance and nearly 
everyone is familiar with the benefits 
_ which are supposed to flow from its 

adoption. Because they are so pat, 
familiar words and phrases often con- 
ceal difficulties which are inherent in 
a theory. 

Advocates of the present value the- 
ory of establishing a rate base for pub- 


lic utilities have long claimed that the 
equating of the rate base to the dollar 
would not give either the simplicity or 
firmness in regulation that is claimed 
for it in the prudent investment school 
of thought. 


es public agitation and gov- 
ernmental action under the New 
Deal have proven this claim correct 
by showing that there is no promise 
of stability in the present monetary 
unit or medium of exchange. The 
establishment of yardsticks by which 
to measure the reasonableness of rates 
would certainly destroy all relation- 
ship between any rate base found by 
this standard for a privately owned 
utility and the money prudently in- 
vested in establishing the service. 

Further, if the government should 
be forced to the desperate course of 
inflation we might face the complete 
disappearance of the dollar itself and 
we would certainly face the fact that 
the new dollar would have absolutely 
no relationship to the dollar which 
was used in purchasing the materials 
and services that went into the build- 
ing of the plant. 

Many have for years challenged the 
soundness of the prudent investment 
theory. It would appear that many 
of its advocates must now question 
whether prudent investment does not 
fail as a sound and equitable theory 
for establishing a rate base in a pe- 
riod of major changes in economic 
values. It would appear further that 
they must question whether prudent 
investment and the New Deal are not 
wholly incompatible. 








OUT OF 
THE MAIL BAG 


Government Competition 


HEN a person attempts to criticize an- 
other he should be careful to see that 
his criticism is based on sound reasoning 
and that he does not use exaggerated or 
dissimilar examples to substantiate his prem- 


ise. 

In the “Out of the Mail Bag” department 
of the January 17, 1935, issue of Pustic 
Urmities Fortnicutity, Albert J. Franck 
criticizes the views I hold, as expressed in 
my letter which appeared in the October 25, 
1934, issue of that magazine, to the effect 
that, when the government erects power 


plants for the purpose of competing with those 
privately owned, it is depriving “its citizens 
of the use of their property, representing 
large investments of capital. 


M®* Franck seems especially to object to 


my use of the words “Stealing the busi- 
ness of the people without compensation” in 
connection with the government’s operating 
power plants in competition with its citizens. 
The sense in which I used the word “steal” 
is that definition given of it in Webster’s Un- 
abridged Dictionary, namely, “to take with- 
out right or leave.” I fail to appreciate that, 
when the government by erecting these power 
plants, and thereby taking the business of 
the citizens, it is not “stealing” their business 
for which no return is made them. 

Again Mr. Franck likens the entrance of 
the government into the electric power pro- 
duction business, with the competition in that 
business between individuals. I think he 
fails to realize that the government is, in 
effect, the executive committee of all the 
people and, in that sense, stands in a very 
different position than do individuals which 
it represents. 

Furthermore, the government is in a posi- 
tion to enter into competition with its citizens 
on a wholly different basis than that possible 
for one individual competing with another. 
Its exemption from certain items of cost, 
which must be incurred by its citizens, places 
it in a very different and in a greater ad- 
vantageous position than they are in. In 
that sense it, again, is unlike individuals 
who compete with one another. 


N constructing these power plants the gov- 
ernment is also taking an advantage de- 


nied its citizens who are compelled to comply 
with a law which, on the statute books of 
Pennsylvania, requires the approval of the 
public service commission before a public serv- 
ice company may be chartered or exercise its 
powers under its charter and which in part 
reads: “Such approval shall be given only 
if and when the said commission shall find 
or determine that the granting or approval 
of such application is necessary or proper 
for the service, accommodation, convenience, 
or safety of the public.” I am informed 
that a similar law is on the statute books 
of many, if not all, of the states of the Union. 
It has been stated by those in a position 
to know that private power plants already 
can supply not only all present, but future, 
needs of the public, and, therefore, it would 
seem that the government’s entry into the 
power production business is an evasion of 
the laws of those states which have statutes 
similar to that on the books of the Keystone 
State. 
—BENJAMIN L. Tomes, 
Philadelphia, Pa. 


Municipal Ownership 


r. C. F. Lambert, in his article on “Will 

All Electric Plants Be Municipally 
Owned?” asks what is the cause for the gen- 
eral demand for both Federal and municipal 
ownership? 

In the first place the demand is made by 
ambitious politicians who are socialisticall 
inclined, and because it is popular to attack 
big business. Besides this, about one in 
twenty of the socialized electric light plants 
have made a fair success; and this success is 
almost always exaggerated out of all reason 
with the facts. None but the successful are 
advertised, and only a part of the truth about 
those who have made a little success. I don’t 
know of over ten that have ever made a real 
success when all the facts are cited. 

Most people like to get something for noth- 
ing. Briefly then, what are the main facts as 
shown by the U. S. Census for 1932 of private 
and public ownership? Let’s take the 20-year 
period referred to by Mr. Lambert: 

Taxes on the private plants have increased 
from $14,000,000 to $243,000,000 (and this 


415 











year they will be $275,000,000) a year. The 
municipal plants in 1932 paid only $1,430,000 
in taxes. 

During this 20-year period the private elec- 
tric plants raised wages by 300 per cent; the 
cost for the materials used by the plants in- 
creased by 75 per cent, and the cost for elec- 
tric service was decreased by 65 per cent, in 
the face, mark you, of these greatly increased 
costs. Is there another industry in the land 
than can show such results? Not one; yet, 
say the radicals: ‘“Let’s take ’em over!” 

In 1932 the average rate for all private 
electric service was 2.7 cents per kilowatt 
hour. It is now not over 2.5 cents. The 
average rate for the municipal plants was 3.1 
and at present it is just about 3. In other 
words, the prvate average rate is one-half 
cent below the socialized rate. To the lay- 
man that doesn’t seem to be worth talking 
about. Let’s see: This saving of a half cent 
on 100,000,000,000 kilowatt hours is $500,000,- 
000 a year. We will consume 100,000,000,000 
kilowatt hours a year under normal economic 
conditions; even at the 1932 rate we saved 
$640,000,000 if we reckon the taxes. 

It is estimated that from now on the pri- 
vate companies will be taxed 17 per cent of 
their gross sales. If the private companies 
could escape taxes they could bring the price 
down to a little over 2 cents per kilowatt hour 
as the average, and this would represent a 
saving of $800,000,000 a year over the social- 
ized rates. Private ownership of the utilities 
even now saves the people $700,000,000 a year 
when taxes and all other items are accounted 
for. Most municipal plants lose money, and 
the general public loses taxes, which would 
come to the municipal treasury if under pri- 
vate ownership. 

Consider the huge waste under government 
ownership and operation. There isn’t a so- 
cialized railway on the face of the earth that 
is able to make both ends meet. As a rule 
they give poor service, pay low wages, no tax- 
es, and result in large annual deficits. About 
half the time of government employees is 
wasted in red tape. Our socialistic Post 
Office has lost $1,000,000,000 in the past dozen 
years. Free rent, free service, and no tax 
mean an indirect loss on the Post Office of 
more than $40,000,000 a year, for this alone. 
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I have before me the balance sheet of the 
Seattle Street Railway. The first time I was 
in Seattle I rode for 5 cents; a few years 
later, after the city had owned and operated 
it for three years, I had to pay 10 cents for 
a ride. The socialization raised taxes for all 
other property by nearly a million dollars, 
that was and is an indirect loss; the balance 
sheet I have before me shows a direct loss 
for one year of $825,000, or plus the loss in 
taxes, makes the true loss on that white ele- 
phant of nearly two million dollars a year. 
Politicians now operate that line. During 
the first two years of socialistic operation 
1,500 men were added to the payroll without 
a single excuse except that the politicians 
wanted to place their workers on the city 
payroll. That’s the way any kind of a gov- 
ernment operates. You can’t socialize any 
business without at the same time politicaliz- 
ing it, and politicians don’t run any business 
with good service or with economy. So, the 
loss of taxes is never made up in 95 cases 
out of 100. They are a dead loss. 

When the politicians ran the gas plant in 
Philadelphia they lost $1,000,000 a year; 
worse than this they built a vast corrupt po- 
litical machine, which got so bad that 80 per 
cent of the people demanded a change. To- 
day, under private operation that is one of 
the best-managed gas plants in the world. 

The one serious error about private owner- 
ship of the utilities is the fact that, while the 
managers and owners know they give the 
finest service and at reasonable rates; meas- 
ured by any other industry they give low 
rates; yet, when the politicians jump on them 
they seem to lie down, in large measure they 
do lie down. If they would fight an honest 
and intelligent battle it would be but a ques- 
tion of time when they would have a large 
majority of the citizens on their side. 

Lastly, government ownership has proved a 
world-wide failure. But, as Mr. Lambert 
says, it depends upon the utility men them- 
selves whether we are going over to the social- 
ization of some $75,000,000,000 worth of pri- 
vate property. Once we have gone that far 
it will be easy to go the rest of the way, even 
all the way to Moscow! 

—F. G. R. Gorpon, 
Haverhill, Mass. 





€¢ Come of the railroads are overcapitalized, but the investigations of 

the Interstate Commerce Commission have demonstrated that 
in the aggregate the outstanding capitalization is considerably below 
the probable original cost of the properties and also below their rate- 
making value.” 


—Co6rptnator JosepH B. Eastman. 
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What Others Think 





Rate Valuation As Commission Officials See It 


T is interesting occasionally to go 
back stage and find out what officials 

of state utility commissions think about 
their job of regulating. Usually, utility 
commissioners are reticent about talking 
“off the record.” They are somewhat 
like judges in feeling restricted in their 
public utterances, never knowing when 
an inadvertent statement might later 
arise to plague them in issues requiring 
their official action. 

Commissioner Edwy L. Taylor, of 
the Connecticut Public Utilities Com- 
mission, in a recent speech took the lib- 
erty of speaking his mind about utility 
valuations for rate making. In the 
course of his remarks Mr. Taylor gave 
a complete thumb-nail sketch of what 
goes on in valuation hearings and what 
he thought of them. First of all, Mr. 
Taylor clearly indicated his position on 
the ever controversial subject of invest- 
ment cost versus present fair value as 
a rate base criterion. Notwithstanding 
the recent trend towards prudent in- 
vestment theory which has been gaining 
momentum during the last few years, 
Mr. Taylor considers it improbable that 
this theory will ever be generally adopt- 
ed. “On the contrary,” he states, “the 
use of fair value will doubtless be 
strengthened as the increased use of 
prudent investment is likely to develop 
more definitely the fallacies of the pru- 
dent investment theory. The use of 
fair value is really necessary under the 
Constitution of the United States, be- 
cause this principle is the only one 
which assures to an owner his right in 
the property.” 

r. Taylor admits that original cost 
taken in conjunction with the reserve 
accrued for depreciation is the most 
valuable guide with which a commis- 
sion may determine fair value. Origi- 
nal cost in Connecticut is recorded in 


reports made annually to the commis- 
sion, and in the opinion of Mr. Taylor 
these reports are “generally reliable.” 


a —_ the formulation of re- 
production cost appraisals, the 
speaker condemned appraisals which are 
excessive by reason of the zeal of a 
valuation engineer to serve his own cli- 
ent. “The engineer should prepare his 
appraisal of the property for use in a 
rate-making proceeding upon the same 
basis as if it were to serve as a guide 
to a prudent man in determining wheth- 
er he would purchase the property.” 


.Even where certain prices, current as 


of the day of the appraisal, are mate- 
rially out of line, the appraising engi- 
neer should apply them and if in his 
opinion an adjustment is due, this 
should be indicated separately. 

Mr. Taylor expressed a few general 
“don’ts” for the guidance of those pre- 
paring reproduction cost appraisals: 

Don’t give the original cost of real 
estate in a reproduction cost appraisal 
unless purchases have been made near 
the date of appraisal. 

Don’t include an appraisal of struc- 
tures which have been demolished. 

Don’t value obsolete equipment at 
“replacement” cost. 

Don’t include in the estimate of go- 
ing concern value alleged intangible val- 
uations based on the hypothetical dif- 
ference of the “bare bones” plant and 
developed operating property. Going 
value should not be included in a large 
amount for rate making, although some 
amount may be included if it has some 
reasonable basis to sustain it. 

Don’t include an allowance for good 
will. The good will of a utility is too 
indeterminate to be warranted in an ap- 
praisal. 

Don’t overestimate items to an ab- 
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surdly high degree in the anticipation 
that the commission will mark them 
down. 

Don’t use the sinking-fund method in 
determining the amount of accrued de- 
preciation and then use the straight- 
line method for testing the accuracy of 
the accrual in the depreciation reserve. 
Depreciation can be fairly estimated in 
determining the rate base only by the 
straight-line method. 


O* the subject of the relation be- 
tween depreciation reserve and ac- 
crued depreciation, Mr. Taylor stated: 


An engineer generally will make a prop- 
er allowance for annual accrual to the de- 
preciation reserve and by his testimony will 
sustain a liberal amount in the depreciation 
reserve as represented on the books of the 
utility, possibly as high as 30 per cent, yet 
he will not hesitate to estimate accrued 
depreciation in the property at a much 
smaller percentage, perhaps as low as 10 
per cent. 

It is to be expected there will be some 
spread between these two percentages be- 
cause the depreciation reserve, if it has 
been properly accrued, is based upon the 
original cost of the units of property while 
the estimate of accrued depreciation is up- 
on the reproduction cost, and the values 
of corresponding units or classes of prop- 
erty cannot all be in the same relative pro- 
portions. However, there should be no sub- 
stantial spread between the depreciation re- 
serve and accrued depreciation, nor can it 
be reasonably justified. 


Mr. Taylor concludes that it is in the 
interest of the public, as well as the 
utilities, that the fair value to be used 
as a rate base should be such that it will 
hold for a reasonable length of time. 
That is to say, it should not be so ex- 
treme as to necessitate frequent chang- 
es. Aside from unforeseen conditions, 
a rate base, in the opinion of Mr. Tay- 
lor, should be fairly constant for at 
least five years, although there might 
be some exceptions. 


SOMEWHAT breezier account of what 
goes on behind the regulatory 
scenes was told in an entertaining and 
informative article by Earl H. Barber, 
formerly connected with the Massachu- 
setts Department of Public Utilities, 
now an independent consultant engineer 


of Reddington, Mass. Probably by rea- 
son of the fact that Mr. Barber is no 
longer engaged in official duty, he ap- 
proaches his subject, “Adventures in 
Public Utility Accounting,” with a 
now-it-can-be-told spirit and, as a re- 
sult, his article in The Journal of Land 
& Public Utility Economics is in cer- 
tain passages quite frank. What do 
you suppose, asks Mr. Barber in open- 
ing his article, there really lies behind 
the perfunctory recital in a state com- 
mission’s order which follows the rou- 
tine language somewhat along these 
lines: “The application having been re- 
ferred to the accounting division for 
examination and report, it is hereby or- 
dered, adjudged, and decreed, etc. ?” 

In Mr. Barber’s opinion, these words 
often have little real significance. They 
do not commit the members of the com- 
mission, but place the responsibility up- 
on the accountants. The accountants 
in turn are committed to nothing be- 
yond an examination and report, which 
to the extent of their time, facilities, 
and ability were probably made. Un- 
fortunately, however, it is precisely 
these limitations of the legal staffs 
granted to regulatory authorities on 
which utility companies can depend for 
taking liberties with their capital ac- 
counting. The accounting division may 
consist of a half-dozen men, but when 
the office routine is cared for and the 
work is divided, it is obvious that in 
spite of any rounded phraseology, the 
accountant’s examination must be of the 
sketchiest nature. 

However, as Mr. Barber points out, 
there is some consolation in the fact 
that not all companies have to be 
watched constantly. As a practical reg- 
ulatory accountant, he places utility 
companies into three classes: (1) Those 
which keep their accounts with integrity 
and are far-sighted enough to keep their 
capital as low as regulation will per- 
mit; (2) those which keep their ac- 
counts with integrity but have espoused 
the theory of capital charges with an 
enthusiasm which encroaches year by 
year on what were formerly regarded 
as operating expenses; (3) those whose 
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records and accounts are entitled to 
very little reliance and who would capi- 
talize anything from the snow on the 
roof to a bottle of beer in the janitor’s 
icebox if they could get away with it. 


TOCK applications for the first class 
S require only a cursory inspection of 
the exhibit, Mr. Barber tells us, while 
applications in the second class some- 
times need considerable reclassifying of 
the entries. It is the third class which 
is really the bane of the regulatory ac- 
countant and special methods must be 
devised to police this group. Since it is 
useless to work with the exhibits fur- 
nished by a company of this third class, 
the only hope of getting results is by 
an indirect approach, and the most 
promising indirect approach is through 
the work of an engineer. 

Here other difficulties arise, however. 
The engineer brings to the practice of 
regulation slight respect for the canons 
of accounting. This is advantageous in 
some respects because it equips the en- 
gineer to deal in a summary manner 
with faked records that would baffle an 
accountant. But the engineer, on the 
other hand, has his troubles with “bor- 
der line” items, where classification as 
between operating and capital expenses 
requires most meticulous judgment. 
Again there is the difficulty of determin- 
ing whether a high cost is attributable 
to collusion and high profits, or simple 
extravagance. 

The most entertaining part of Mr. 
Barber’s story is his reminiscences of 
his actual experiences. No company 
names are mentioned but he certainly 
calls a spade a spade. There are too 
many of these “case histories” to re- 
view here. Anyway, Mr. Barber tells 
the stories too well to bear digesting. 
Suffice it to say that he recalls: (1) the 
case of a sharp practicing “old time 
contractor” who utilized his experience 
to build up an “almost perfect” record 
of padded construction expenses to sup- 
port a stock application; (2) the case 
of the holding company that depended 
too much on its lawyer; (3) the case 
of the holding company that trusted the 


records of twenty years ago; (4) the 
case of the claimed high cost of utility 
property construction, which was found 
out to be quite honest and accurate to 
the surprise of everyone, including Mr. 
Barber; (5) the case of the utility 
which attempted to capitalize the pur- 
chasing talents of an unusually efficient 
right-of-way agent; (6) the case of 
utility managers who were honestly 
amazed by revelations of guiltless inac- 
curacies of their accounting systems. 


M* Barber exhibits a fairly toler- 
ant attitude with relation to the 
last-named situation. Describing the 
predicament of the sincere but puzzled 
utility manager upon being shown proof 
that his company’s accounting was awry, 
Mr. Barber stated: 


“What do you want us to do?” the young 
man asked soberly; very soberly, because 
holding companies are inclined to show 
temper about trifling difficulties with the 
state. 

“Do? Nothing, except get over your 
child-like faith in the infallibility of ac- 
counts. Of course, if your conscience trou- 
bles you, you can have some credits made 
in the books.” 

“But the exhibit isn’t correct!” 

“Be glad it isn’t. If it was, it would 
mean it had been fudged.” 

In spite of my reassurance the young 
manager was troubled. One bright illusion 
had gone. 


Mr. Barber concludes with some pes- 
simistic observations concerning the ef- 
fectiveness of commission regulation. 
He compares the results achieved by 
some municipal plants without the serv- 
ices of state regulators. This portion 
of Mr. Barber’s article, however, seems 
to be a non sequitur when compared 
with the beginning of it. His own ex- 
periences seem to this reviewer to prove 
the worth of regulation. Does he real- 
ly suppose that if public ownership 
should take over the whole field of util- 
ity operations, and thereupon secure a 
monopoly free of any comparison or 
competition with private utility opera- 
tion, there would be no need for public 
regulation of public plants? No one 
familiar with the history of municipal 
governments in the United States would 
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be likely to take that position. Utility 
service will always require independent 
supervision whether it be publicly or 
privately operated and whether the 
regulation be continuous or the sporadic 
result of civic graft disclosures. Regu- 
lation of public service will always be 
necessary because public service is it- 
self so necessary. —F. X. W. 


VatuatTion. Address delivered by Edwy L. 
Taylor, irman, Connecticut Public Util- 
ities Commission, before the Connecticut 
Society of Civil Engineers. Yale Uni- 
=~ New Haven, Conn. February 19, 


“As REPRESENTED”: ADVENTURES IN PuBLIc 
Utitiry AccountinGc. By Earl H. Barber. 
The Journal of Land & Public Utility 
Economics. February, 1935. 





Should Public Ownership Take Over Local 
Distribution of Utility Service? 


ACK in the days not so long ago 

when Al Smith as governor of 
New York was looked upon as the 
All-American Liberal statesman, and 
when law-school teachers lectured on 
constitutional law without first crossing 
their fingers, the movement for public 
ownership and operation of water- 
power resources had become more or 
less associated with the idea of con- 
servation. The public ownership plan 
in those days was to have the govern- 
ment (Federal, state, or local, as the 
particular situation required) own and 
operate the actual hydro-generating 
facilities in order that the fountain head 
of this great natural resource should 
remain forever under the immediate 
control of the people. It was for this 
reason that Governor Smith favored 
state development of St. Lawrence pow- 
er but ventured the further belief that 
public ownership, as far as the state was 
concerned, should stop at the bus bar. 
In other words, the business of trans- 
mission and distribution would be left 
to private enterprise or, where local 
communities so desired, to municipal 
plants. 

But public ownership has come a 
great way in the last two years of the 
New Deal. The necessity for restrict- 
ing public ownership to the actual re- 
quirements of the conservation of water- 
power resources has been abandoned or 
repudiated by some modern advocates 
of public power. Concrete evidence of 
this was to be seen in the recent annual 


convention of the Public Ownership 
League of America held last February 
in the Willard Hotel at Washington. 
At least one leading speaker on the sub- 
ject of public ownership in the power 
field believed that the movement should 
embrace not only generation, but trans- 
mission and distribution. Speaking of 
the modern tempo of the movement, 
Frank P. Walsh, chairman of the New 
York State Power Authority, stated: 


Today it means nothing if it does not 
mean potential extension of public owner- 
ship and operation to the distribution facili- 
ties, because it is in power distribution that 
the forces of greed deprive the people of 
the full advantages of their power resources. 
It is still a part of the broad movement 
for conservation, but it is conservation much 
more broadly and fundamentally conceived. 


M:*. Walsh believes the public own- 
ership is more important than the 
means of reducing electric rates by (in 
his opinion) about 100 per cent. It 
should be the means of creating a more 
widespread and abundant use of power 
by the people of the United States at 
rates the people can afford to pay. He 
pointed out that homes and farms in 
this country use 12 billion kilowatt 
hours a year, and added that they could 
easily use seven times that amount. 
“The difference between 12 billion and 
84 billion kilowatt hours is the measure 
of the extent to which the people are 
being deprived of the resources which 
God has given them.” 

Mr. Walsh feels that public owner- 
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ship is the only way to free these re- 
sources from “the forces of greed” in 
order that people may use them in 
abundance. He believes that the pro- 
posed St. Lawrence hydro development 
is the next important step to be taken 
in the program of the public ownership 
movement and that the opposition to 
the St. Lawrence treaty has come chief- 
ly from private power interests. On 
this point he stated: 


Last year a majority of the United States 
Senate voted for the St. Lawrence under- 
taking as a majority of the House of Rep- 
resentatives had already voted for the reso- 
lution assuring the public development of 
this power by the Power Authority of the 
state of New York. But it was defeated 
by forty-two members of the Senate. 
Whether they were aware of it or not, 
these Senators were serving the ends of 
the private power interests. 


Whether Mr. Walsh is aware of it 
or not, the opposition to the St. Law- 
rence treaty just at present comes from 
what is the home of probably the most 
noted of all publicly owned power sys- 
tems—the province of Ontario. The 
province has so much oversupply of 
power already that Washington has 
been informed unofficially that even if 
the U. S. Senate should ratify the 
treaty, it would never be ratified at 
Ottawa until conditions in Canada 
change materially. That is the principal 
reason given by Washington observers 
for the failure of President Roosevelt 
to press for confirmation of the treaty 
at the current session of Congress. 


R. Walsh has long been convinced 

that regulation of utility rates 
has broken down and he repeated his 
conviction to his audience at the Public 
Ownership League convention. He be- 
lieves that the only effective regulation 
of the rates of private utility service 
has been accomplished by actual compe- 
tition or threats of actual competition 
by publicly owned plants. To prove 
this point he reviewed the recent rate 
survey released by the Federal Power 
Commission for all American cities over 
50,000 population. Aside from the fact 
that national honors for low rates seem 


to favor municipal plants in this class, 
Mr. Walsh believes that even where the 
privately owned utility rates are low 
enough to qualify for the “cheapest 
group,” it is found that they either have 
municipal plant competition or the 
threat of such competition as an incen- 
tive to keep rates low. 

Mr. Walsh is apparently convinced 
that in any delay in the adoption 
of public ownership (now that “the 
iron is hot”) there lurks the danger 
that advances so far made may be later 
sabotaged by a shift in political control. 
He stated: 

Today the St. Lawrence project is the 
outstanding power issue, as the Tennessee 
valley project was a short two years ago. 
The two are correlative. They must go 
forward together, the one giving force to 
public competition in the northeast, the 
other in the southeast, both meeting the 
challenge of the same power monopoly. 

If the people can be assured a permanent 
foothold in these two great publicly owned 
hydroelectric power developments, operated 
by authorities empowered to make public 
competition effective, the possibility of po- 
litical reaction causing a setback to the 
public power program will be greatly di- 
minished. Every great forward step in the 
direction of public ownership of electric 
power definitely renders reaction less like- 
ly by weakening the forces responsible for 
selfish political manipulation. 


At least one Washington observer, 
however, saw in Mr. Walsh’s studied 
effort to discredit any accomplishment 
by state or municipal regulatory au- 
thorities a defense mechanism — the 
theory being that with the St. Lawrence 
treaty such a remote possibility, the 
only way the New York State Power 
Authority can justify its continued ex- 
istence is by posing itself as a sort of 
super-regulatory body, revealing by its 
own findings of facts concerning dis- 
tribution costs, prudent investment, 
etc., of private utilities the alleged de- 
fects of the regulatory body having im- 
mediate jurisdiction thereof. 


Foe prominent and interesting 
speaker on the program of the re- 
cent Washington convention of the Pub- 
lic Ownership League was J. D. Ross, 
superintendent of the municipal light 
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and power system of Seattle, Wash. 
Like Mr. Walsh, Mr. Ross believes that 
public ownership of distribution and 
transmission, as well as generation, of 
electricity is necessary if public owner- 
ship is to be given a real and fair trial. 
However, Mr. Ross does not attempt 
to make out any case for public owner- 
ship of distribution facilities as being an 


extension of the theory of conservation 
of natural resources. Instead, Mr. Ross 
prefers to rest the case upon the appar- 
ently plausible argument that public 
ownership of power generation alone is 
not and can never be a real “yardstick” 
for the purpose of comparing publicly 
and privately owned utility operations. 
Mr. Ross stated: 
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Today, the part of the electrical yard- 
stick represented by these generating plants 
is only four or five inches long, the other 
thirty-one or thirty-two inches being the 
price that the customer must pay to have 
the current transmitted from the generating 
plant and distributed to his home. This 
fact is not generally realized, and comes 
as a shock to the uninformed. 


In other words, it is Mr. Ross’ con- 
tention that it is comparatively easy for 
either the government or the private 
utilities to generate power cheaply, but 
with actual generation costs amounting 
to such a small fraction of the ultimate 
cost of electricity to the consumer, it 
hardly makes a great deal of difference 
unless the people follow through with 
ownership of the “rest of the yard- 
stick.” He said on this point: 


The day has come when the people should 
do their part; should buy their distribut- 
ing systems, and by efficient supervision 
cut the remaining thirty-two inches of the 
yardstick to ten or twelve inches. The 
proper development and distribution of 
electric power never was, and never can 
be, a private function, any more than the 
building and management of our roads, 
streets, sewers, or parks can be a private 
function. 


Mr. Ross believes that public owner- 
ship in the electric distribution field is 
inevitable. Hence he has worked out a 
plan whereby he believes existing 
privately owned facilities can be ac- 
quired by municipalities or local dis- 
tricts without working an injustice upon 
the investors in the private electric in- 
dustry. He said: 

The plan that seems fair, workable, and 
practical is for a strong financial house or 
syndicate to go direct to the bondholders 
and stockholders, and to offer each of 
these so much on the dollar, and to offer 
the management a fair amount to deliver 
the company with all its rights and fran- 
chises. 

Payment would be made by the exchange 
of revenue bonds, municipal or district, for 
the existing bonds and stock of the com- 
pany. It would not cost the taxpayer a 
single cent but, on the other hand, would 
pay taxes to him. 


M* Ross pointed out as successful 
examples of public ownership of 
the “entire 36 inches of the yardstick” 


the municipal electric systems of Seattle, 
Tacoma, and Los Angeles, where gen- 
eration, transmission, and distribution 
are all under public operation. Mr. 
Ross does not believe that all three 
stages need necessarily be under the 
control of the same political unit. On 
the contrary he stated that where peo- 
ple wish to avail themselves of power 
generated from the great plants now 
being built under President Roosevelt’s 
power program, their best interest 
would be served by taking over their 
own distribution system through local 
financing, if possible. On the other 
hand, he believes that distribution fa- 
cilities should be operated by the mu- 
nicipality or other local political unit 
rather than by the state or Federal gov- 
ernment. He stated: 


You (municipalities) may not be finan- 
cially able to build a generating plant, but 
you are quite able to distribute your pow- 
er better than any other agency can do it 
for you. 

If you have a complaint to make on 
your power bill, stop to think whether 
you would sooner take it to your state 
or National Capitol rather than to your 
own community leaders. . . . 

There are four ways in which current 
can be distributed: by a private company, 
by the Federal government, by state gov- 
ernments, and by districts handled by the 
people themselves. If the private power 
company passes, we must turn our atten- 
tion to the other three. The Federal gov- 
ernment should not be expected to expend 
billions of dollars for distribution systems. 
The state also should not be expected to 
do this. Cities or districts cannot tax either 
the nation or the state; and, if you ex- 
pect taxes from public light and power, 
there is only one real way to get it, name- 
ly, by distributing it yourselves in your own 
district. And, this does not demand any 
particular system of generation or trans- 
mission. 

Several great plants are being built by 
the Federal government. A great many 
have been built by private companies and 
a great many by municipalities or dis- 
tricts. If the state goes into the power 
business, its work should end at the gates 
of the city or districts; that is, it should 
sell the power wholesale to these cities. 


= discussing the increasingly difficult 
problem of how distribution market- 
ing areas can be allocated between the 
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Federal power plants at Bonneville and 
Grand Coulee so as to avoid possible 
competition with the existing and pro- 
posed generating facilities of the munic- 
ipalities of Seattle and Tacoma, Mr. 
Ross suggests interconnection between 
the two cities and Bonneville and in turn 
between Bonneville and Grand Coulee. 
He said: 


Seattle and Tacoma are closer and more 
accessible to Bonneville and no doubt will 
intertie with this plant along level ground 
through populated territory. Bonneville 
must drop 150,000 kilowatts because of 
backwater during periods of high water. 
Skagit, which is all storage, can supply 
to Bonneville this deficiency and have it 
returned to Seattle later. Coulee can tie 
to Bonneville over level ground east of the 
mountains. This intertie plan has been in 
effect for years between the systems of 
Seattle and Tacoma with splendid results. 
All questions in dispute as to where cur- 
rent can come from most economically will 
then be automatically settled by such an in- 
tertied superpower system. 


To sum up Mr. Ross’ address, the 
crux of the public ownership problem 


(and it is beginning to have its own 
problem now) is the finding of distribu- 
tion facilities to take care of surplus 


generating facilities. He states the in- 
disputable fact that no amount of excess 
investment in generating facilities can 
bring down ultimate costs to consumers 
until the distribution problem is solved. 
In considering this important question 
he stated: 


For instance, you can get a whole bucket- 
ful of bananas in Cuba for a nickel, but 
when these are peddled from house to house 
in America, they cost two or three cents 
apiece. Everyone understands that, and 
the reasons why: transportation and retail 
distribution. Would it help us if Cuba 
grew twice as many bananas? How much 
would it help us if we got two bucketfuls 
there instead of one for a nickel? 

How much will it help us if we get a 
reduction of a mill or two at the power 
plant to apply on a cost of several cents in 
the home? 

On the other hand, where would we be 
if these great plants were not built to sup- 
ply the home and industry? But the fact 
is that the cost of generated power has been 
brought down to a very low level, and an 
abundance has been and is now being pro- 
omy just like an abundance of bananas in 

uba. 


Ox senses in Mr. Ross’ remarks the 
inference that public money for 
the government’s power program might 
be more economically invested in dis- 
tribution facilities than in building 
giant generating facilities not needed. 
On this point James Rorty, well-known 
liberal author, writing in The Nation 
raises plain spoken and vigorous doubts 
concerning the wisdom of the Grand 
Coulee dam now being built across the 
Columbia river in northeastern Wash- 
ington—the largest public works pro- 
ject undertaken by the Roosevelt ad- 
ministration. It will cost either $63,- 
000,000 or $179,000,000, depending up- 
on whether the presently planned “low 
dam” or the proposed “high dam” is 
finally built. “But don’t call it plan- 
ning,” pleads Mr. Rorty who clearly 
indicates his belief that the Grand 
Coulee PWA allocation was procured 
chiefly by a group of politicians and real 
estate promoters more interested in land 
speculation than in economically feasi- 
ble power and irrigation planning. He 
stated : 

Superintendent J. D. Ross, of Seattle’s 
City Light, knows that it was the Grand 
Coulee crowd, the Inland Empire crowd, 
that blocked him when he asked in vain 
for PWA money to complete the Skagit 
river development—a project so sound, so 
clearly “self-liquidating,” that when he was 
turned down by Secretary Ickes and the 
President he went to Wall Street and got 
his money, or part of it, at excellent com- 
mercial rates. The farmers, townspeople, 
and small-time realtors of the Columbia 
basin either know what it is all about, or 
else they do ex-Senator Dill a grave in- 
justice when they assure you that the form- 
er statesman has sunk all his considerable 
fortune in the desert which PWA money 
is expected to make bloom like the rose. 


HIS is not the first time, according 

to Mr. Rorty’s description of the 
history of real estate operations around 
the Grand Coulee dam site as far back 
as 1905, that gullible settlers have been 
sold at fancy prices parcels of “desert 
gumbo which, there being no logical 
reason to prevent it, will probably be 
reclaimed by the sagebrush, the rattle- 
snakes, and the jackrabbits four or five 
years from now when the dam is com- 
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pleted.” Then there is the little matter 
of the $10,000,000-a-year salmon in- 
dustry of the Columbia river which may 
become “extinct as a dodo” if the high 
dam at Grand Coulee is adopted. Mr. 
Rorty concludes: 


The Bonneville dam, now being built 
40 miles east of Portland at a cost of 
$32,000,000, will have an ultimate power 
capacity of 430,000 kilowatts—enough to 
serve that part of the country in any pre- 
dictable future; it will also open up naviga- 
tion to The Dalles, 147 miles from the 
ocean. It may destroy the salmon industry 
and it may not, depending upon- the success 
of the fish ladders. If the high dam at 
Grand Coulee is built, then, in the opinion 
of experts, the salmon industry will be 
practically ruined. If the high dam is not 
built, then the Columbia basin reclamation 
project goes by the board, the patriots of 
the Inland Empire are left high and dry, 
and my realtor friend at Grand Coulee is 
taking money from innocents. In that case 
we shall have a $63,000,000 dam generating 
700,000 horsepower of electrical energy in 
the middle of a desert about 250 miles from 
the centers of industry and population, 
which are on the other side of the Cascades. 
Moreover, the present and future power 
needs of the West Coast, in the judgment 
of qualified experts, can most economically 
be supplied by the extension of City Light’s 
Skagit river development. 

So the low dam at Grand Coulee doesn’t 
make sense. And the high dam makes 
sense only if the salmon can be persuaded 
to travel up other rivers, and if the huge 
output of power can be sold so as to pay 
the cost of the dam and half the cost of 
the irrigation project, and if the Federal or 
state government condemns the irrigable 
land and puts it in the hands of actual 
farmers at prices low enough to make 
practicable a_ self-sustaining agricultural 
economy, and if the national economy is 
sufficiently rehabilitated to make a market 
for the increased production of agricultural 
products. 


Mr. Rorty concedes that some of the 
“patriots of the Inland Empire” have 
abstained from land speculation and are 
perfectly sincere in their belief that the 
desert country of eastern Washington 
can be made a great new area of 
American settlement through the magic 
of Grand Coulee irrigation and electri- 
fication, but by and large he sees a 
Suspicious resemblance of the project 
to the old get-rich-quick scheme of un- 
happy memory. 


oe of the suggestion that there 
is some danger in the Federal 
government invading the field of local 
enterprise through powers granted un- 
der the Public Works Act or other so- 
called emergency legislation, Reverend 
Father Charles E. Coughlin, undoubted- 
ly one of the greatest influences on 
American political thought today by 
reason of the widespread popularity of 
his radio broadcasting programs, has 
contributed a few interesting remarks. 
Father Coughlin insists that the whole- 
sale delegation to Federal corporations 
of powers to operate local enterprises is 
a “sovietistic tendency” that threatens 
disruption to local business enterprise. 
Among five Federal corporations so in- 
dicted by Father Coughlin is the Elec- 
tric Home and Farm Authority—en- 
gaged in promoting the distribution of 
electric appliances under the control of 
the directors of the Tennessee Valley 
Authority. He stated: 

We might inquire, however, why the 
United States government through its 
agencies went into the state of Delaware 
to establish these corporations? Delaware 
has long been notorious for the laxity of 
its corporation laws and for its subservi- 
ence to the DuPonts. A Delaware cor- 
poration is one that is accountable to the 
state of Delaware and not to the United 
States of America. 


Father Coughlin also finds considera- 
ble danger of “sovietizing” local enter- 
prise in the charter of the Public Works 
Emergency Leasing Corporation, as 
shown by his analysis of some of its 
provisions as follows: 


Paragraph (5) gives power to this cor- 
poration over the “maintenance und opera- 
tions of edifices, structures, and buildings 
of every kind, nature, or description.” I 
may be simple minded enough to be of the 
opinion that privileges and rights should be 
specific and limited. But here we discover 
illimitable privileges and rights to maintain 
and operate every type of edifice, structure, 
and building which includes departmental 
stores, churches, schools, factories, dairies, 
buildings, and businesses of every descrip- 
tion. 

The ordinary citizen could never hope 
to compete with the state which has so 
sovietized its powers as to condemn at its 
own price and at its own bargain the best 
site of land and then operate it not with 
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money begged trom a banker but with 
money borrowed from the illimitable funds 
controlled by a state soviet. 

Paragraph (11) endows this corporation 
with the legal right “to furnish, equip, op- 
erate, manage, and maintain projects and 
structures of every kind, nature, or descrip- 
tion, and to do any and all things neces- 
sary, suitable, or convenient in connection 
therewith, including without limitation the 
supplying of heat, steam, water, gas and 
electricity, and transportation, telephone, 
and any other facilities or utilities neces- 
sary, suitable, or convenient. : 

Read the histories of the first or second 
and third international conventions of the 
Communists. Scrutinize the economic laws 
or edicts which have emanated from Mos- 
cow since 1917 and I challenge you to dis- 
cover a more comprehensive theoretic on- 
slaught against private property than was 
expressed in this paragraph which I have 
just read—a paragraph that was conceived 
in Washington and executed in Delaware: 
a paragraph which legalizes the theoretic 
confiscation of any private property; a par- 
agraph which prepares the way for the 
Commissars of Communism to acquire in 
“any manner” any industry and trade name 
which exists in America! 


1TH his characteristic vigor Father 

Coughlin lashed out against any 
attempts of Federal government to 
paralyze local enterprise by entering in- 
to competitive proprietary ventures. 
He stated: 


I do not pretend to be a judge of the 
mental activities of those who composed 
this blanket power of confiscation and ac- 
quisition, but in opposition to the spirit of 
communism which militates against the 
possession of any private property I pro- 
test most vehemently; against those who 
have sanctioned the existence of such a 
threat to a nation which up to the present 
date has no desire to erase the blue and 
the white from our national emblem I raise 
my voice; against any government going 
into business—into any and every busi- 
ness—with illimitable funds, with illimitable 
political backing, I protest in the name of 
liberty, in the name of America! 


If we uphold the right to private prop- 
erty, let us be logical and permit private 
property possessors to breathe freely with- 
out threatening them with the whip of 
soviet governmental competition. 


However, if we refer to the sixteen- 
point program of Father Coughlin’s 
National Union for Social Justice, we 
find that he apparently does not believe 
that the electric power business is en- 
titled to the protection that he would 
otherwise give to private business. 
Point number three of this program de- 
clares: “I believe in nationalizing those 
public necessities which by their very 
nature are too important to be held in 
the control of private individuals; by 
those I mean banking, credit, currency, 
power, light, oil, natural gas, and our 
God-given natural resources.” This 
seems to exempt from the “necessary 
public services” designed for national- 
ization, railroads and other forms of 
transportation, as well as telephones, 
telegraph lines, and the radio. So ap- 
parently Father Coughlin would leave 
transportation and communication in 
private hands. 

—F. X. W. 


Appress of Frank P. Walsh, Chairman, New 
York State Power Authority, at conference 
of Public Ownership League of America, 
Hotel Willard, Washington, D. C., Feb- 
ruary 21, 1935. 


How Lone 1s THE YaRpsTICK? A paper de- 
livered at the conference of Public Owner- 
ship League of America by J. D. Ross, 
Superintendent of Municipal Light and 
Power System, Seattle, Wash. Hotel Wil- 
i Washington, D. C. February 235, 


Granp Covurre. By James Rorty. 
Nation. March 20, 1935. 


SovreTizING OR SAVING AMERICA? 
’ by Reverend Charles E. Coughlin. 
ruary 10. 1935 
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“Ir the government is to operate an industry, it is essential that it 

follow the sound principle of making that industry self-sustaining if 
It would be ruinous to let it become for 
of time a charge against the taxpayers, for once that habit 
is started it is very difficult to break, and it is infectious.” 
—JosepH B. Eastman, 


Federal Coérdinator of Transportation. 


that is ia any way possible. 
any length 
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President Roosevelt Supports 
Holding Company Bill 


RESIDENT Roosevelt in a special message 

to Congress March 12th supported the ad- 
ministration’s so-called public utility holding 
company bill and denounced holding compa- 
nies as a whole as a device which does not 
belong to American traditions of law and busi- 
ness. 

He also struck back at “propaganda” against 
the legislation, according to The Washington 
(D. C.) Evening Star. 

The President described holding companies 
as a corporate invention which can give a 
few corporate insiders unwarranted and in- 
tolerable powers over other people’s money. 
He said they have destroyed local control, 
thereby creating in the public utilities field 
what he described as a system of private 
socialism and which he said was inimicable 
to the intent of a free people. If we could 


make our financial history in the light of 
experience, the President declared, certainly 
we would have none of this holding company 


business. 

The President made it plain that while he 
is opposed to any form of holding companies, 
he is willing that those companies which can 
prove that their existence is necessary for 
the public ends which private utility compa- 
nies are supposed to serve, should be offered 
a chance of survival. But the survivors, in 
his opinion, must be subjected to a plan of 
public regulation and control which is sound. 

The President’s message accompanied a re- 
port to Congress submitted to him by the 
National Power Policy Committee, created 
last summer from the government depart- 
ments concerned with power problems to make 
a series of reports to codrdinate government 
policy on such problems. Mr. Roosevelt took 
occasion to remind Congress that this report 
deserves the careful attention of every mem- 
ber of Congress. 

In his message, the President called public 
attention to the fight being waged against 
the administration’s holding company legisla- 
tion. He stated that he has watched the use 
of investors’ money to make the investor be- 
lieve that the efforts of government to pro- 
tect him are actually designed to defraud him. 
He then called attention to the extent of the 
Propaganda being circulated against this legis- 
lation. 

In answer to the so-called propagandists, 
the President said that the public utility hold- 
ing company bill will not destroy legitimate 
business or wholesome and productive in- 


vestment and will not reduce actual values. 

While Democratic members of the House 
warmly applauded the President’s message, 
Republicans criticized it as lobbying itself 
and referred to it as “an amazing example 
of how far the present administration has 
become a government of propaganda.” 

Dr. Hugh S. Magill, president of the 
American Federation of Utility Investors, ex- 
pressed partial agreement with the views of 
President Roosevelt on the need of regulat- 
ing holding companies, but scored the Wheel- 
er-Rayburn bill as “the autocratic assumption 
of Federal domination and for the wrecking 
of the utility industry in utter disregard of 
the Constitution and the rights of the several 
states.” 

Concerning the President’s charge of propa- 
ganda against the proposed bill, Philip H. 
Gadsden, chairman of the committee of public 
utility executives, said the utilities have en- 
deavored honestly to inform investors and the 
general public as to the disastrous effects of 
this legislation and that the proposed bill is 
no longer a concern for public utilities alone, 
but for all industry. 

C. O. G. Miller, president of the Pacific Gas 
and Electric Corporation, contended that the 
President’s statement that “regulation has 
small chance of success against the kind of 
concentrated wealth and power which holding 
companies have shown the ability to acquire 
in the utility field,” is a great reflection on 
the rate-making bodies of the several states 
and is untrue. ‘ 

Meanwhile, with the Senate having voted 
on March 13th for a Federal Trade Commis- 
sion investigation of alleged nation-wide 
propaganda by utility holding concerns against 
the administration’s plans to put more of 
them out of business, the hearings on the 
Rayburn bill, which began February 19th, 
were continued by the House Interstate Com- 
merce Committee with representatives of gov- 
ernment and industry discussing the pro and 
con of the proposed legislation. 

Commissioner Walter M. W. Splawn of the 
ICC and Commissioner Robert E. Healy of 
the Securities and Exchange Commission, and 
who served as general counsel for the Federal 
Trade Commission in its utility investigation 
begun in 1928, testified in support of the pro- 
posed legislation at the house hearings. 

Lester S. Readv, chief consultant of the 
Federal Power Commission and formerly 
chief engineer of the California Railroad Com- 
mission, reviewed the results of the national 
power survey and pointed out the difficulties 
encountered by state regulation because power 
development followed economic rather than 
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state lines. Amendments to the Federal 
Water Power Act, contained in Title II of 
the Wheeler-Rayburn bill, were discussed by 
Commissioner Clyde L. Seavey and Solicitor 
Dozier DeVane of the Federal Power Com- 
mission. Commissioner Seavey explained 
that the water-power provisions of the bill 
are conceived entirely as a supplement to and 
not a substitute for state regulation. Mr. 
DeVane stressed the importance of the amend- 
ment by which the phrase “navigable water of 
the United States” would be changed to 
“streams or other bodies of water over which 
Congress has jurisdiction under its authority 
to regulate commerce with foreign nations 
and among the several states.” This change, 
DeVane declared, would prevent further liti- 
gation upon this controversial question. 

Wendell L. Willkie, president of Common- 
wealth and Southern Corporation, was the 
first witness to testify in behalf of the hold- 
ing companies. While he favored reasonable 
regulation of holding companies to prevent 
recurrence of the specific evils of the past, 
he condemned the bill which would leave 
the life of the holding company in the hands 
of a Federal commission. Preston Ark- 
wright, president of the Georgia Power Com- 
pany, asserted that the antiholding company 
bill was just the sort of thing President 
Roosevelt had condemned when he was gov- 
ernor of New York. Mr. Arkwright contend- 
ed that the bill breaks down the authority 
of the states by giving Federal regulation 
over industry now controlled by the state. 

Representative Pettingill of Indiana, a high- 
ranking majority member of the house com- 
mittee, made a surprise proposal to rewrite 
the Rayburn bill so as not to abolish hold- 
ing companies or force liquidation of their 
securities. 

The effect of the elimination of holding 
companies on the small investor was shown 
by William Chamberlain, chairman of the 
United Light and Power Company, and John 
E. Zimmerman, president of the United Gas 
Improvement Company of Philadelphia, said 
that the only place in which regulation of 
companies engaged in interstate transmission 
of power may be needed is where interstate 
sales occur between nonaffiliated companies, 
which in 1934 consisted of only one per 
cent of all power transmitted. This, Mr. 
Zimmerman pointed out, is the so-called gap 
in state regulation and he suggested that 
“Interstate Boards” of representatives of the 
state commissions concerned and the Federal 
Power Commission could fix such wholesale 
rates when necessary, using valuation or other 
data already compiled by the state commis- 
sions. 


Roosevelt Orders Phone Probe 


72 joint congressional resolution, appro- 
priating $750,000 for investigation by the 
Federal Communications Commission of the 
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American Telephone and Telegraph Company 
and other interstate communication systems, 
_ signed March 15th by President Roose- 
velit. 

Approval of this resolution, which has the 
force of an order to the commission, com- 
pleted preparations for what is expected to 
be the most comprehensive study of communi- 
cation companies and their relationships to 
each other and to holding companies that 
has ever been undertaken. 


FTC Reports on Utilities 


I. another chapter of the Federal Trade 
Commission’s final report on its electric 
and gas utilities investigation, made public 
March 10th, the FTC discussed the nature and 
conditions of use of the operating properties 
of the utility companies. While the chapter 
deals primarily with the electric utilities, 
there are some comparisons and presenta- 
tions of similarities of gas utility properties 
and operations. 

The report analyzes the character of opera- 
tions, discusses holding company control of 
such operations, management company staffs, 
nature of production and delivery of electric 
energy, sources of supply, the effect of finan- 
cial objectives of property development, de- 
preciation, and other phases of public utility 
operations. 


U. S. Names Gas Utilities 


= Federal government March 6th filed 
injunction proceedings in United States 
district court under the antitrust laws against 
the Columbia Gas and Electric Corporation, 
one of its subsidiaries, and eight individuals 
connected with the two corporations or with 
the Pan Handle Eastern Pipe Line Compa- 


The government’s suit, according to the 
Associated Press, alleges the defendants have 
conspired to restrain commerce in natural gas 
and that the defendant subsidiary, Columbia 
Oil and Gas Corporation, through stock and 
bond acquisition of the Pan Handle Eastern 
Pipe Line, dominates that company and has 
caused Pan Handle to refuse to sell and de- 
liver natural gas to many municipalities and 
private corporations in Indiana, Kansas, Mis- 
souri, Illinois, and Michigan. 


Launch Gas Pipe-line Plan 


Cone plans for laying a $60,000,000 
natural gas pipe line connecting the Texas 
Panhandle with Detroit and St. Louis were 
launched recently, according to press reports. 
The program for establishing the Texas gas 
conservation project was put before Secre- 
tary Ickes and his chief legal adviser, Ed- 
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ward H. Foley, by a delegation from Texas 
Missouri. 

The pipe line, if installed, will start near 
Amarillo, Texas, and if it is laid to connect 
with St. Louis and Detroit the cost will ap- 
proximate $60,000,000, according to the spon- 
sors of the plan. If, however, the line goes 
only to Detroit, the cost is estimated at 


approximately $45,000,000, it is reported. 

According to a Washington dispatch to 
The Detroit News, representatives from the 
state of Texas have made a tentative offer, de- 
pendent on PWA financing, to deliver natural 
gas to Detroit for 26 cents per thousand cubic 
feet, which would give Detroit consumers “the 
lowest gas rates in the world.” 


Alabama 


Propose New Rate Schedule 


HE Birmingham Electric Company has 

filed with the public service commission 

a new schedule of rates for residential and 

commercial customers which is expected to 
result in substantial reductions. 

Two rates are proposed, “immediate” and 

“objective.” The former is the rate now in 


effect and the latter the rates to be effective 
following increased consumption. If ap- 
proved, the new rates would become effective 
April Ist. 

The plan is the same prescribed by the com- 
mission promulgated for the Alabama Power 
Company several months ago and is under- 
stood to have resulted in a considerable in- 
crease in electric consumption. 


Georgia 


Urges Purchase of TVA Power 


Sgr Valley Authority electric pow- 
er would be made available to approxi- 
mately 100,000 south Georgia residents under 
terms of a resolution adopted by the house, 
according to the Associated Press. The reso- 
lution asks the public service commission to 
persuade the Georgia Power and Light Com- 


pany, now serving 30 south Georgia com- 
munities, to provide them with power pur- 
chased from the TVA 

The cost of the power now purchased by the 
Georgia Power and Light Comany from the 
Southern Power Company of New York is 
23 times the price at which electric current 
could be obtained from the TVA, the reso- 
lution says. 


Indiana 


Pass Municipal Utility Laws 


OVERNOR Paul V. McNutt recently signed 
an act to permit Indianapolis to buy the 
Citizens Gas Company by issuing bonds at 
5 per cent maximum discount and 54 per cent 


maximum interest, which may be sold to the 
United States without notice. 

The senate recently passed a house bill to 
permit municipalities to construct and operate 
utilities any place in the counties in which 
such cities and towns may lie. 


Louisiana 


Halts Phone Rate Reduction 


T= public service commission recently was 
enjoined from the enforcement of its or- 
der reducing telephone rates in Louisiana 
pending hearing on a suit filed in the state 


courts by the Southern Bell Telephone & 
Telegraph Company. The utility, according 
to the Associated Press, alleged that the or- 
der was in violation of the state and Federal 
+ paeaaa and of the Commission’s own 
rules. 
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Utility Bills Passed 


ery: the 24 bills passed by the legislature 
at its recent special session and, accord- 
ing to The Times Picayune, approved by Gov- 
ernor O. K. Allen, are the following: 

Act No. 2, H. B. No. 2, slightly more than 
doubling the inspection and supervision fee 
fund charged by the public service commis- 
sion against the utilities operating in the state. 

Act No. 21, H No. 80, providing that 
railroad corporations incorporated under the 
laws of more than one state shall be taxed 
under the income tax the same as foreign 
corporations. 


Act No. 24, S. B. No. 1, onengting lessors 
of oil, gas, and other mineral rights from the 
state from the provisions of an act which 
makes it unlawful for lessors of oil, gas, and 
mineral rights to withhold payments of royal- 
ties to the last recorded owners of the lands 
pending litigation. 

Act No. 11, H. B. No. 11, providing penal- 
ties for violation of the acts of 1934 levying 
a tax of 2 per cent on the gross receipts of 
public utilities. 

Act No. 12, H. B. No. 12, permitting mu- 
nicipally owned utilities of various natures to 
be combined for the purpose of securing ad- 
ditional loans and for making extensions. 


Massachusetts 


Orders Utility Inquiry 


NPRECEDENTED action was taken recently 

by the public utilities commission when 
for the first time since its creation it specifi- 
cally ordered an investigation of a holding 
company in Massachusetts, according to the 
New York Herald Tribune. 

As the result of a motion by Mayor Mans- 
field of Boston, the commission announced 
that it would immediately undertake a survey 
of the Massachusetts Gas Companies in an 
effort to ascertain the cost of maunfacturing 
gas to that organization. The Massachusetts 
Gas Companies is the holding company for 
the Boston Consolidated Gas Company, whose 
rates have been protested by the mayor and 
customers. The holding company sells to 
the Boston Consolidated virtually all the gas 
sold to Boston consumers. 


Seeks Phone Rate Cut 


A of 15 per cent in the telephone 
rates paid by subscribers in Massachu- 


setts to the New England Telephone and 

Telegraph Company was demanded recently 

by Governor Curley, as he launched plans to 

obtain this reduction voluntarily from the 

company or to force them in the end to make 

slash, according to an item in The Boston 
ost. 

The governor pointed out that the electric 
companies had agreed to establish a reduc- 
tion of one-half cent per kilowstt hour, com- 
mencing April ist, and the banks and insur- 
ance companies had agreed to a cut of one 
half of one per cent in home mortgage inter- 
est rates, starting March 15th. 


Urge Election of Commission 


| igen of the members of the public utili- 
ties commission by the legislature instead 
of the present system of having them appoint- 
ed by the governor, with the consent of the 
council, has been recommended by the legis- 
lative committee on state administration in 
a favorable report to the house, according to 
The Boston Post. 


Minnesota 


Petition for City Plant 


CITIZENS’ petition demanding an early 

referendum on a proposal for a $16,965,- 
000 bond issue to purchase the private power 
utility in St. Paul or build a municipal plant 
was filed recently but may, upon further in- 
vestigation, lack sufficient proper signatures 
to require a special election under the city 
charter. Although the petition contained 27,- 
836 signatures which was more than enough 


to call a special referendum on this question, 
which was voted down in the June, 1934, 
election, many names were found by the 
bureau of registration to be improperly signed 
to the petition. 

It was expected, however, sufficient names 
will be found to be properly signed to the 
petition to insure a vote on the power issue 
at the regular city primary in 1936, accord- 
ing to a statement published in the St. Paul 
Dispatch. 
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Mississippi 


Orders Phone Rate Cut 


FLAT reduction of 18 per cent in existing 
local exchange telephone rates and 
drastic slashes of other fixed charges con- 
nected with telephone service in Mississippi 
was ordered by the railroad commission re- 
cently, according to the Associated Press. 
In February the commissioners agreed ten- 
tatively to reduce the local exchange rates by 


15 per cent, but the formal order was with- 
held pending filing by the Southern Bell Tele- 
phone Company of a compromise schedule of 

“adjustments” which it proposed in lieu of the 
flat reduction plan. 

The compromise schedule was never 
formally presented, although it was under- 
stood that the telephone company submitted a 
general plan of rate adjustments to the in- 
dividual commissioners. 


Montana 


Approves Utility Legislation 


oo measures recently signed by 
Governor Frank Cooney includ 

(1) a house bill relating to public utility filing 
fees and providing for a tax of 4 of 1 per cent 
on the gross revenues of motor and bus car- 
riers to be diverted to the public utilities 
motor carrier fund; (2) A senate bill provid- 


ing for a state electrification authority act, 
and prescribing that the state water conserva- 
tion board shall be made the electrification 
authority board; (3) Another senate bill 
validating elections heretofore held by public 
bodies of the state; authorizing indebtedness 
and the issuance of bonds to finance public 
works projects; (4) A bill levying a natural 
gas tax of 1} per cent of gross receipts. 


New Jersey 


Utility Rate Cut Rejected 


HE Public Service Electric and Gas Com- 

pany recently refused to consent to a re- 
duction of more than $3,250,000 annually in 
its electric rates, and further negotiations be- 
tween the company and the public utility com- 
mission were called off, according to the As- 
sociated Press. 

John A. Matthews, chief counsel for peti- 
tioners who had asked for lower rates, said 
the consumers demanded an annual reduction 
of $6,000,000. 

The Public Service announced its stand at 
the third conference, held to discuss the 
amount of the reduction. The proceedings 
were held under a newly enacted law empow- 
ering the utility commission to negotiate and 
agree on rates before or during a rate inquiry. 


Camden Plant Bill Held Up 


HE fate of the proposed $6,000,000 mu- 

nicipal power plant for Camden, which 
was voted 3 to 1 in the fall of 1933, hung in 
the balance as state Senator Woodruff of 
Camden made efforts to have the Senate Ju- 
diciary Committee report out a bill that would 
enable the city to borrow Federal funds to 
finance the plant. The bill, enactment of 
which was demanded by PWA Administrator 
Ickes as a necessary prerequisite for a PWA 
loan to Camden, had already been defeated in 
the assembly but was reviewed, reconsidered, 
and finally passed by the lower house. Be- 
cause of the apparent opposition of the chair- 
man of the senate committee, it appeared un- 
likely that the measure would be acted upon 
by the senate before the legislature adjourns. 


New York 


Asks Public Service Inquiry 


HE senate unanimously voted in favor of 
an investigation of the public service com- 
mission as a result of allegations that the 


commission had knowledge of $13,500,000 in 

“water” in the capital of an electric utility 
subject to the jurisdiction of the commission, 
according to a statement published by the 
Associated Press. 
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North Dakota 


Sales Tax Covers Utilities 


EFORE adjourning the North Dakota legis- 
lature passed a new retail sales tax law 
which imposes a 2 per cent tax on gross re- 
ceipts from the sales, furnishing or service 
of gas, electricity, water, and communication 


service when sold at retail, according to The 
Bismarck Tribune. 

The legislature also passed a bill giving the 
board of railroad commissioners power to 
order utility rate investigations on its own 
motion and requiring the utility investigated 
to pay the costs. 


e 
Ohio 


Offers Rate Cut and Refund 


Fe years of lower gas rates were virtually 
assured for Cincinnatians recently, follow- 
ing informal approval by city council of a 
schedule submitted by the Union Gas & Elec- 
tric Company, according to the Columbus 
Evening Dispatch. 

In addition to new rates, tentatively placed 
at from 3 to 23 per cent lower than those cur- 
rently charged, the utility, under the proposal, 
would refund $2,120,000 to consumers. Un- 
officially, it was estimated that individual re- 
funds would range to $18. 


Asks Gas Rate Increase 


, j ‘ne Ohio Fuel Gas Company has filed a 
petition with the public utilities commis- 
sion seeking authority to revise its rate sched- 


ule upward for Marion, according to the 
Columbus Evening Dispatch. 

The company asserts that the present rates 
have been in effect since June 7, 1925, and at 
no time have been sufficient reasonably to com- 
pensate the company for its service or to pay 
a reasonable rate of return on its property. 
The utility also is seeking higher rates for 
service in the cities of Lorain and Logan. 


May Utilize Sewer Gas 


A PLAN to make the new $3,400,000 sewage 
disposal plant partly self-sustaining by 
utilizing all gas from sludge digesters, and 
converting it into electrical energy, is being 
developed by Columbus city engineers. 

Annual saving of $100,000 in operation costs 
will be effected, city engineers predict, if plans 
are successful. 


v 
Oklahoma 


Utility Group Convenes 


| bose hundred utility representatives attended 
the Oklahoma _ Utilities Association’s 
seventeenth annual convention held recently 
in Oklahoma City and adopted a resolution 
condemning the Wheeler-Rayburn bill, charg- 
ing that its real intent is not to improve and 
regulate public utilities but to deliver them to 
public ownership. 


R. D. Cockrell, Oklahoma City, gave a bit- 
ter indictment of the government’s Tennessee 
valley project, declaring it is forcing utilities 
to sell properties at losses. 

Other speakers included George A: Davis, 
vice president of the Oklahoma Gas and Elec- 
tric Co.; Charles W. Person, advertising di- 
rector, American Gas Association; R. J. Ben- 
zel, Oklahoma City, vice president, South- 
western Bell Telephone Company. 


R 
Oregon 


first to occupy the post as the “one-man com- 


New Commissioner 


peseus C. McCollock of Baker recently suc- 
ceeded Charles M. Thomas as public serv- 
ice commissioner, according to The Morning 
Oregonian. Oregon was the first state in the 
Union to adopt a “one-man commission” for 
the regulation of public utilities and Judge 
Thomas, the retiring commissioner, was the 


mission.’ 


Senate for Power Board 


HE bill setting up a state power board to 
handle transmission of Bonneville dam 
energy, as passed by the senate recently, pro- 
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vides that the board must pay taxes on its 
holdings upon the same basis as do privately 
owned utilities. 

The new measure, according to The Morn- 
ing Oregonian, has many of the features of 
the grange power bill defeated at the last 
general election, but the grange claims it is 
“no child of the grange.” 

Admittedly it has few, if any, traces of the 


legislation sent to Oregon for enactment by 
PWA Administrator Ickes. The Ickes plan 
was peppered with grange amendments before 
the bill left the house and almost every trace 
of Ickes is missing from the senate substitute. 

It provides that an elective state power 
board could construct, maintain, and operate 
a system or systems for the transmission and 
sale of electric energy in Oregon. 


Rhode Island 


Votes Phone Inquiry 


SENATE resolution calling for investigation 
A of the rates of the New England Tele- 
phone and Telegraph Company recently was 
amended to carry an appropriation of $5,000, 
and made a joint resolution, providing that the 
lieutenant governor shall name two senators, 
and the speaker of the house three representa- 
tives to its membership. The date of its re- 
port was also extended from April Ist to 
April 16th, according to The Providence 
Journal. 


Both the amendments and the resolution it- 
self were passed. 

The senate judiciary committee has ap- 

proved a bill prohibiting telephone and tele- 
graph companies from knowingly servicing 
bookmakers or from allowing their services 
to be used for the placing or taking of 
wagers on sporting events. 
‘ Other bills introduced included Governor 
Green’s proposal of last year to levy a 1 per 
cent tax on the gross earnings of utilities, 
which would be prohibited from passing on 
the tax to consumers by increasing rates. 


South Carolina 


Forms Rural Power Authority 


A= electrification bill recently was 
signed by Governor Olin D. Johnston, 
following its passage by the legislature, ac- 
cording to The Columbia Record. The new 


legislation sets up a state authority to foster 
suburban electric power facilities and con- 
sumption and is authorized to issue bonds to 
finance its program. The governor is named 
chairman of the board of directors and the 
comptroller general secretary and treasurer. 


South Dakota 


Vetoes PWA Power Bill 


Cees Tom Berry recently vetoed one 
of the electric power bills which were 
submitted by the PWA and adopted by the 
legislature before it adjourned, according to 
press reports. 

The measure was one of a group in the 
State said to be necessary to qualify the state 


for possible hydroelectric development of the 
Missouri river. 

In transmitting the bill unsigned to the sec- 
retary of state, Governor Berry said other 
power bills he approved are “sufficiently 
broad.” All these Federal-sponsored meas- 
ures are designed to facilitate operation of 
electric power and other utilities by govern- 
mental units. 


Tennessee 


Voters Wait for TVA Power 


LTHOUGH citizens of Chattanooga voted de- 
cisively for TVA power recently, at least 
two obstacles appeared to block early distribu- 


tion of current through their own municipal 
electric system, according to the Associated 
Press. 

These were the announced intention of the 
Tennessee Electric Power Company not to 
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leave the field and the recent decision of Dis- 
trict Federal Judge W. I. Grubb of Birming- 
ham holding unconstitutional certain phases 
of the Authority’s power program. 

a vote which unofficial tabulations 


By 
placed at 19,056 to 8,096, Chattanooga ex- 


pressed its approval of issuing $8,000,000 in 
bonds to acquire the proposed municipal sys- 
tem. 

Proponents of public power hailed their 
victory as a notabie indorsement by the peo- 
ple of the TVA program. 


Utah 


House and Senate Pass Utility 
Measures 


poems utilities will pay three fourths of the 
money necessary to maintain a public utili- 
ties commission that has an engineering and 
accounting staff, under the terms of a bill 
passed by the house recently. 

The bill provides for an appropriation of 
$25,000 biannually for the public utilities 
commission, according to The Deseret News. 
In addition a special tax would be levied on 
utilities for the purpose of raising $75,000 
every two years. This would give the utili- 
ties commission a total of $100,000 for the 
biennium for the regulation and investigation 
of public utilities, or a fund almost eight times 
as much as given it during the past year. 

Other important public utilities bills which 
also passed the house recently, include the 


following: A bill providing for the reorgan- 
ization of the public utilities commission. 
This bill previously was lost by one vote, 
but it passed upon reconsideration, it is re- 
ported. 

A bill, previously passed by the senate, pro- 
vided that the tax commission shall ea 
written record annually of the property of 
railroads and other companies and show the 
valuation and assessment in each county. 
This measure also provides that all property 
used by the various gas and electric utilities 
companies be listed and given a book value 
and that the property tax be applied as to the 
book value. 

The senate recently passed a bill to regu- 
late municipal utilities and defeated a house 
bill which would allow cities owning their 
own power and light plants to sell or dispose 
of surplus power to other cities and persons 
outside corporate limits. 


Virginia 


Fights U. S. Power Case 


Ren terming the Federal government’s 
position in the New river power case 
an infringement on state’s rights, the cor- 
poration commission recently called on At- 
torney General A. P. Staples to take part in 
the litigation and “resist efforts of the Federal 
Power Commission to take control of waters 
plainly non-navigable,” according to the As- 
sociated Press. 

Frank R. McNinch, chairman of the Fed- 


era! Power Commission, said that Attorney 
General Cummings of the United States had 
been asked to bring suit to compel the Ap- 
palachian Electric Power Company to comply 
with the commission’s order to obtain a Fed- 
eral license on the company’s dam project on 
the New river. 

McNinch said the Appalachian Company 
had begun construction “in utter disregard 
of the Federal water power act and in flagrant 
defiance of the findings and order of the 
commission.” 


West Virginia 


Utility Bills Passed 


posse service commission legislation, re- 
cently passed by the senate and house, pro- 
vides for an assistant attorney general for the 
commission; requires an inventory of proper- 
ty upon request by the commission, and elim- 
inates the provision in the present law con- 
cerning the 8 per cent return on new rail- 


roads and plants for a period of ten years. 
Municipal as well as private utilities are in- 
cluded in legislation affecting certificates of 
public convenience and necessity. Various 
matters concerned with utility contracts, 
franchises, mergers, etc., were included in the 
new laws which also make the willful destruc- 
tion of records of a utility a felony, according 
to the Public Utilities Association Reporter. 
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Confiscation Claims Cannot Be Swept Aside 
without Showing Reasons 


HE Federal Circuit Court of Ap- 

peals for the Fifth Circuit, in its 
recent decision that the San Antonio 
telephone rate case should be remanded 
to the district court, criticizes the fail- 
ure of the district judge to make find- 
ings on the controverted questions cov- 
ered by a Special Master’s report. The 
Master filed a comprehensive and de- 
tailed report upholding the company in 
its contention that ordinance rates were 
confiscatory. The effect of the decree 
by the lower court was wholly to wipe 
out the report and to substitute what 
amounted to a general finding that the 
telephone company had not proven its 
case. 

The appellate court, although finding 
it necessary to send the case back for 
further proceedings, went into several 
important questions in order to aid the 
further trial of the cause. These re- 
lated to evidence of historical cost, pay- 
ments to the Western Electric Company 
for construction materials, and the ap- 
portionment of business between toll 
and exchange. 

In tracing the historical cost of the 
San Antonio exchange, the books avail- 
able began in 1915 with entries which 
were not known to be actual costs, but 
which may have arisen from appraisals 
or other form of estimates. The court 
held that these old entries should not be 
regarded as mere self-serving state- 
ments without evidential value, nor 
should their presence invalidate the 
whole evidence as to historical cost. 
It was pointed out that public utility 
companies are required to keep such 
accounts which are the basis of period- 
ical sworn reports. They are open to 
inspection by rate-making bodies, and 
they always figure in rate investigations. 
It seemed to the court that these ques- 
tioned entries had come under review 


in connection with the rate ordinances 
without objection. 

Concerning equipment bought from 
the Western Electric Company and esti- 
mates of reproduction cost based part- 
ly on prices quoted by that company, 
it was said: 


The great general prosperity of the 
Western Electric Company as a whole is 
not a demonstration of excessive profits. 

A large cash dividend is explained 
as mainly a distribution of the proceeds of 
sale of two foreign subsidiaries . 
and the ownership of stock in other sub- 
sidiaries brings in large dividends. While 
not conclusive, the fact that Western Elec- 
tric sells at slightly higher prices to inde- 
pendents who could buy elsewhere, and that 
competing manufacturers do not undersell, 
is powerful evidence that the prices made 
to the Bell companies are not excessive. 
We do not intend to foreclose inquiry into 
the matter . . . but a failure 
to make mathematical demonstration of 
the exact cost and profit ought 
not to exclude their cost from the invest- 
ment account, nor Western Electric prices 

from being. considered in estimating 
reproduction costs. 


The reviewing court did not lay down 
a method of apportionment between toll 
and exchange business, but it expressed 
the opinion that the finding of a for- 
mula for an apportionment or the find- 
ing that none is practicable seems 
rather a question of fact to be settled 
in the first instance by the trial court 
than one of law which the reviewing 
court can or ought to attempt to solve. 
On this point the court commented: 

If, as we understand, there is no direct 
legislation on this point and no specific 
action by the rate-making bodies concerned, 
we think it was the managerial right of 
the company to initiate a mode of dealing 
with the situation, but subject to control 
by the rate-making bodies and subject to 
the criticism of the court. 


Southwestern Bell Telephone Co. v. San 
Antonio et al. 
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PUBLIC UTILITIES FORTNIGHTLY 


Allowances Reduced for Intercompany Fees 


eo California commission has dis- 
approved a part of the fees paid 
to an affiliated company for engineering 
and management services so far as they 
are reflected in the property cost or the 
operating expenses. Representatives of 
the company conceded the propriety of 
the commission scrutinizing the fees and 
making appropriate findings. The com- 
mission reviewed the development of 
the present doctrine that commissions 
have the right and duty to delve into 
such matters. 

The view was adopted that cost, in- 
cluding a reasonable return on invest- 
ment or property, is the controlling fac- 
tor and that no profit should be allowed 
over cost. 

The conclusion was reached that 
where the cost to a parent company of 
rendering engineering services to a local 
utility over a period of years did not 
exceed 45 per cent of the amount paid 
by the local utility and distributed to 


its capital overheads, 55 per cent there- 
of represented the minimum amount 
which must be deducted from the total 
overheads in a historical cost appraisal 
in order to eliminate the element of in- 
tercompany profit contained in such 
overheads and place them on the basis 
of actual cost to the family of affiliated 
corporations. 

The further ruling was made that 
where management services, under an 
intercompany contract calling for the 
payment of 24 per cent of gross reve- 
nue, was shown to have been extraor- 
dinarily profitable to the parent or- 
ganization, an allowance of $70,000 a 
year in operating expenses was proper 
to cover the cost of such managerial 
services. The amount paid under the 
contract for the year 1933 had amount- 
ed to approximately $175,000. San 
Diego v. San Diego Consolidated Gas 
& Electric Co. (Decision No. 27730, 
Case Nos. 3152, 3153). 


7 


Ohio Commission Reaffirms Decision 
on Columbus Gas Rates 


HE 55-cent gas rate for the city of 

Columbus approved by the Ohio 
commission in 1932, after running the 
gauntlet of the state supreme court and 
the United States Supreme Court, has 
again been approved by the commission. 
Each of the three commissioners ex- 
pressed different views, Commissioners 
Hopple and Geiger concurring in the re- 
sult, and Commissioner Schaber dissent- 
ing. 

A new commissioner, Roy D. Wil- 
liams, supplanted Commissioner Geiger 
by appointment of the governor imme- 
diately after the decision was made, and 
City Attorney John L. Davies and 
Special Counsel James W. Hauffman 
have announced that they would ask an 
immediate rehearing by the commission 
as now constituted. 


The state supreme court reversed the 
commission decision and ruled that an 
allowance was improperly made, under 
the Ohio law, for the replacement of 
wasting assets with new leases and new 
wells. The United States Supreme 
Court held to the contrary, expressing 
the opinion that the state must either 
surrender the power to limit the return 
or else concede to the business a com- 
pensating privilege to preserve its capi- 
tal intact. Under the law as laid down 
by the Federal Supreme Court and the 
state supreme court, so far as the state 
court was not overruled by the Supreme 
Court, it was held by the commission 
in its recent decision that the 55-cent 
rate was proper rather than a rate of 
48 cents fixed by city ordinance. Re 
Columbus Gas & Fuel Co. (No. 5935). 
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PUBLIC UTILITIES FORTNIGHTLY 


Interest Rate on Note to Holding Company Should 
Not Exceed Statutory Rate 


TS Pennsylvania commission has 
refused to approve the assumption 
of an obligation by a public utility com- 
pany to its holding company for the rea- 
son that the interest rate upon the loan 
was fixed at 7 per cent, which is beyond 
the maximum collectible rate of 6 per 
cent set up by statute as the policy of 
the commonwealth. The commission 
said : 


When the borrowing of money by a pub- 
lic service company is from its own holding 


e 


company, both being part of the one busi- 
ness entity, the commission would not ap- 
prove the issuance of a note at a rate of 
interest in excess of that enforceable at 
law except upon proof of paramount neces- 
sity therefor. While the statement is made 
that certain banks refused to lend applicant 
this money at the usual rate of interest, we 
do not find evidence here sufficient to war- 
rant the assumption of such an obligation 
to a holding company. 


Re Everett Water Co. (Application 
Docket No. 33420). 


Territorial Group Must Be Self-supporting 


SB Missouri commission deter- 
mined that a return of 64 per cent 
was reasonable for an electric utility 
but it was confronted with a situation 
wherein the earnings from consumers 
in the state failed to yield such a return. 
Two territorial groups were earning 
more than 64 per cent while other 
groups failed to produce this amount. 
The commission held that in order to 
avoid discrimination it must consider 
each group separately. It was said: 


If we consider the entire property as a 
unit for prescribing rates, we will neces- 
sarily be requiring the Caruthersville and 
Ironton groups to bear the burden of the 
deficiencies in the other groups. On the 
other hand, if we treat the groups separately 
and require a reduction of rates in the 
Caruthersville and Ironton groups are we 
prescribing a confiscatory rate? For rea- 
sons hereinafter set out, we think not. The 
rates now charged in the Thayer, Marston, 


and Piedmont groups were not prescribed 
by the commission although they are on 
file with us. The company, in exercising 
its managerial discretion, has chosen to 
charge rates in these groups that fail to 
yield a fair return on the facilities serving 
these groups. To require the consumers in 
the other groups to make up the deficiencies 
— would be neither just nor reason- 
able. 


The commission pointed out that the 
company owes a duty to the public to 
maintain its facilities in a condition to 
serve the public adequately, and it, 
therefore, required the company to re- 
cast its schedules of rates charged in 
the unprofitable territories to yield at 
least a sufficient amount to enable it to 
set aside in its depreciation reserve the 
amounts found to be requisite. Mis- 
souri Public Service Commission v. 
Arkansas-Missouri Power Co. (Case 
Nos. 6782, 7792, 7985). 


e 


Depreciation Reserve Is Considered Fair 
Measure of Accrued Depreciation 


ep Louisiana commission, in con- 
nection with its order reducing 
rates of the Southern Bell Telephone & 
Telegraph Company, found a great dis- 
parity between the amount of deprecia- 
tion which the company’s appraisal en- 
gineer found and the amount that had 
been accumulated in the depreciation re- 
serve. The commission concluded that 


the full amount of the reserve as built 
up by specific credits and charges for 
the state was a just and fair amount 
to be deducted for depreciation. 

A witness for the company had testi- 
fied that he found accrued depreciation 
of 11.7 per cent. The depreciation re- 
serve approximated 23.53 per cent. The 
commission said : 
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